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APRIL  27,  1936 

House  of  Representatives, 
Committee  ox  Banking  and  Currency, 

Washington,  D.  C. 

The  committee  met  at  10:30  a.  m.,  in  the  committee  room.  House 
Office  Building,  Hon.  T.  Alan  Goldsborough  (acting  chairman) 
presiding. 

The  committee  had  under  consideration  the  bill  (H.  R.  9216),  to 
restore'  to  Congress  its  constitutional  power  to  issue  money  and  regu- 
late the  value  "thereof ;  to  provide  monetary  income  to  the  people  of 
the  United  States  at  a  fixed  and  equitable  purchasing  power  of  the 
dollar,  ample  at  all  times  to  enable  the  people  to  buy  wanted  goods 
and  services  at  full  capacity  of  the  industries  and  commercial  facili- 
ties of  the  United  States;  to  abolish  the  practice  of  creating  bank 
deposits  by  private  groups  upon  fractional  reserves,  and  for  other 
purposes,  which  is  as  follows: 

[H.  R.  9216,  74th  Cong.,  1st  sess.] 

A  BILL  To  restore  to  Congress  its  Constitutional  power  to  issue  money  and  regulate  the 
value  thereof  ;  to  provide  monetary  income  to  the  people  of  the  United  States  at  a  fixed 
and  equitable  purchasing  power  of  the  dollar,  ample  at  all  times  to  enable  the  people  to 
buy  wanted  goods  and  services  at  full  capacity  of  the  industries  and  commercial  facili- 
ties of  the  United  States ;  to  abolish  the  practice  of  creating  bank  deposits  by  private 
groups  upon  fractional  reserves,  and  for  other  purposes 

Whereas  the  Constitution  of  the  United  States  in  article  I,  section  8,  clause  5, 
provides  that  Congress  shall  have  the  power  to  coin  money  and  regulate  the 
value  thereof  and  of  foreign  coins ;  and 

Whereas  the  present  practice  of  issuing  book  credits  by  commercial  banks,  and 
transferring  the  title  of  said  credits  by  check  provides  a  supplementary 
means  of  payment  subversive  of  the  said  Constitutional  provision  and  estab- 
lishes a  separate,  private,  and  independent  money  system:  and 

Whereas  the  permanent  welfare  of  the  peopie  and  the  protection  of  the  economic 
life  of  liie  Nation  are  dependent  on  the  establishment  of  a  monetary  system 
wholly  subject  to  the  control  of  Congress  that  will  promote  the  interests  of 
agriculture  and  labor,  of  industry,  trade,  commerce,  and  finance  for  the 
economic  well-being  of  all  citizens  by  the  maintenance  of  an  adequate  supply 
of  money  with  a  unit  of  fixed  average  purchasing  power,  which  will  avoid 
excessive  expansion  or  disastrous  contraction :  Now,  therefore 

Be  it  enacted  by  the  Senate  and  House  of  Representatives  of  the  United 
States  of  America  in  Congress  assembled, 

TITLE  I— NATIONAL  CREDIT 

Declaration  of  Policy 

Section  1.  That  it  is  hereby  declared  to  be  the  policy  of  Congress  to  provide 
such  issuances  of  certificates  of  national  credit  as  shall  be  requisite  so  to 
increase  the  purchasing  power  of  the  consumers  of  the  United  States  as  to 
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make  it  conform  to  the  capacity  of  the  industries  and  people  of  the  United  States 
for  the  production  and  delivery  of  wanted  goods  and  services,  which  capacity 
is  declared  to  he  the  measure  of  national  credit. 

Sec.  2.  In  pursuance  of  such  policy,  the  said  certificates  of  national  credit 
to  he  issued  are  for  financing:  (1)  a  discount  on  prices  to  consumers  at  retail, 
and  (2)  a  national  consumers'  dividend. 

Sec.  3.  As  used  in  this  title — 

(a)  The  term  ''national  credit  account"  means  the  money  valuation  of  the 
annual  unused  capacity  of  the  industries  and  people  of  the  United  States  to 
produce  wanted  goods  and  services. 

(b)  The  term  "credit  certificates"  means  noninterest-bearing  United  States 
Treasury  credit  certificates  issued  against  the  national  credit  account,  which 
are  to  circulate  as  money  throughout  the  banking  system  only,  as  legal  tender 
between  all  banks  in  settlement  of  interbank  balances  through  clearing  house 
associations. 

(c)  The  term  "retail  discount  rate"  means  a  decimal  figure  to  be  published 
by  the  Secretary  of  the  Treasury,  as  determined  by  the  Federal  Credit  Commis- 
sion as  hereinafter  provided,  to  be  applied  as  a  discount  on  the  price  of  goods 
and  services  offered  by  retailers. 

(d)  The  term  "compensated  price"  means  the  retail  price  of  goods  and 
services  after  the  application  of  the  retail  discount,  the  amount  of  which 
discount  is  reimbursed  to  the  retailer  as  hereinafter  provided. 

(e)  The  term  "retailer"  means  any  seller  of  goods,  including  dwellings,  and/or 
services  to  ultimate  consumers  for  their  individual  and  family  use,  and  not  for 
resale,  provided  that  the  seller  shall  have  contracted  with  the  Secretary  of  the 
Treasury  to  dispense  the  retail  discount.  The  term  '"retailer"  includes  all 
service  corporations  insofar  as  they  supply  services  to  the  public  at  retail  for 
personal  and  family  use. 

(f )  The  term  "services"  means  passenger  transportation,  distribution  to  homes 
of  gas  and  electricity  for  light,  heat,  power,  and  telephone  transmission,  rentals 
of  homes,  services  of  amusement  and  educational  agencies,  medical  and  hos- 
pital treatment,  and  such  other  services  to  ultimate  consumers  as  are  rendered 
under  code  agreements  with  the  Agricultural  Adjustment  and  National  Recovery 
Administrations,  or  other  agency  or  agencies  authorized  by  law. 

Determination  of  Retail  Discount 

Sec.  4.  Beginning  ninety  days  after  the  passage  of  this  Act,  the  retail  discount 
rate  for  each  month  shall  be  determined  by  the  Federal  Credit  Commission 
and  proclaimed  by  the  Secretary  of  the  Treasury  on  the  first  day  of  each  month. 
Upon  the  passage  of  this  Act  and  until  the  retail  discount  rate  is  determined 
and  proclaimed  as  above  provided,  the  retail  discount  rate  shall  be  25  per 
centum. 

Thereafter  the  retail  discount  rate  shall  be  that  percentage  which  unused 
productive  capacity  bears  to  total  productive  capacity.  In  determining  such 
percentage,  productive  capacity  shall  be  ascertained  by  estimating  the  total 
capacity  of  the  industries  and  people  of  the  United  States  for  the  production 
of  wanted  goods  and  services  for  the  next  preceding  three  months'  period 
for  which  figures^  shall  be  available;  to  this  shall  be  added  an  estimate  of 
imports  for  the  next  preceding  three  months'  period  for  which  figures  shall 
be  available. 

Unused  productive  capacity  shall  be  reckoned  as  the  difference  between 
total  consumption  and  productive  capacity.  Consumption  shall  be  ascertained 
by  estimating  actual  domestic  consumption  of  goods  and  services  for  the  next 
preceding  three  months'  period  for  which  figures  shall  be  available,  plus  an 
estimate  of  exports  for  the  next  preceding  three  months'  period  for  which 
figures  shall  be  available,  plus  a  fixed  percentage  for  capital  depreciation, 
to  be  determined  according  to  estimates  of  the  Federal  Credit  Commission. 
The  level  of  values  used  in  ascertaining  consumption  and  productive  capacity 
shall  be  the  same,  and  as  far  as  possible  shall  conform  to  thet  average  of 
prices  recorded  by  the  Federal  Bureau  of  Labor  Statistics  in  constructing 
its  index  of  wholesale  prices. 

No  retail  discount  rate  shall  be  determined  or  proclaimed  unless  productive 
capacity,  ascertained  as  above  prescribed,  shall  exceed  consumption  ascertained 
as  above  prescribed  by  at  least  20  per  centum. 
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The  retail  discount  rate  proclaimed  by  the  Secretary  of  the  Treasury  shall 
be  the  rate  determined  by  the  Federal  Credit  Commission:  Provided,  That  the 
rate  proclaimed  shall  not  exceed  the  next  preceding  rate  by  a  figure  of  more 
than  5  per  centum. 

It  shall  be  unlawful  for  any  member  or  employee  of  the  Federal  Credit  Com- 
mission to  disclose  the  retail  discount  rate  or  any  information  received  01 
employed  in  connection  with  the  determination  of  the  retail  discount  rate 
before  said  rate  shall  have  been  proclaimed  by  the  Secretary  of  the  Treasury. 
After  such  proclamation  the  data  used  in  the  determination  of  the  retail 
discount  rate  shall  be  made  a  matter  of  public  record. 

Application  of  Retail  Discount  Rate 

Sec.  5.  On  and  after  the  passage  of  this  Act,  the  retail  discount  rate  shall 
be  applicable  to  purchases  of  goods  and  services  from  retailers  as  defined  in 
this  Act,  made  by  consumers  who  are  natural  persons:  Provided,  That  said 
purchases  are  for  person  use  of  the  consumer  or  his  family  and  not  for  resale, 
trade,  or  manufacture. 

The  retail  discount  shall  be  paid  in  the  manner  prescribed  by  the  regula- 
tions of  the  Secretary  of  the  Treasury,  and  the  disbursals  of  said  retail  dis- 
count in  trade  shall  be  evidenced  by  suitable  vouchers,  or  forms  prescribed  by 
the  Secretary  of  the  Treasury. 

As  hereinafter  provided,  said  vouchers  shall  be  used  in  reimbursing  the 
retailer  for  his  disbursal  of  the  retail  discount  by  selling  goods  or  services 
at  the  discount  price.  The  intent  of  this  Act  is  to  provide  a  continuous  settle- 
ment through  the  banks  to  the  retailers  for  the  disbursals  of  the  retail  discount 
as  provided  in  this  title. 

Contracts  and  Regulations 

Retailers,  wholesalers,  manufacturers,  and  prime  producers  are  hereby  au- 
thorized to  make  voluntary  contracts  with  the  Secretary  of  the  Treasury  under 
their  respective  codes,  as  authorized  by  law,  or  under  the  regulations  of  their 
respective  trade  and  professional  associations:  (1)  in  the  case  of  retailers, 
in  order  to  qualify  them  to  dispense  the  retail  discount  and  reap  the  benefit 
thereof;  and  (2)  in  the  case  of  wholesalers,  manufacturers,  and  prime  pro- 
ducers, in  order  to  qualify  them  to  dispense  their  goods  and  services  to  re- 
tailers, sharing  with  them  the  benefits  of  increased  trade  under  said  codes 
or  regulations.  Said  contracts  shall  specify  in  each  case  that  the  contractor 
agrees  to  such  regulations  as  to  cost  accounting,  fair  trade  practices,  and 
professional  ethics  as  shall  be  prescribed  by  said  trade  and  professional  asso- 
ciations or  other  agency  or  agencies  authorized  by  law.  Said  contracts  with 
retailers  shall  provide  in  each  instance,  that  the  retailer  agrees  to  deal  only 
with  wholesalers,  manufacturers,  prime  producers,  and  purveyors  of  services, 
who  have  entered  into  contract,  as  aforesaid,  with  the  Secretary  of  the 
Treasury. 

The  Secretary  of  the  Treasury  may  suspend  or  abrogate  any  contract  made 
as  above  prescribed,  after  due  notice  and  opportunity  for  a  hearing,  for  viola- 
tion of  the  terms  or  conditions  thereof. 

Any  person  who  falsities  or  causes  to  be  falsified  any  account  relating  to 
a  contract  with  the  Secretary  of  the  Treasury  made  as  above  prescribed, 
shall  be  punished,  upon  conviction  thereof,  by  a  fine  of  not  more  than  .$10,000 
or  by  imprisonment  for  not  more  than  two  years. 

Settlement  of  Discount  Allowances 

Sec.  7.  In  order  to  compensate  retailers  for  their  disbursals  of  the  retail 
discount,  all  banks  in  the  United  States,  its  Territories  and  possessions,  engaged 
in  interstate  or  foreign  commerce,  are  hereby  authorized  and  directed  to 
accept  all  vouchers  evidencing  disbursal  of  the  retail  discount,  as  if  they 
were  legal  tender,  and  to  honor  such  vouchers  as  deposits  in  the  amount  of  the 
disbursals  evidenced  thereby.  Credits  entered  to  depositors  on  account  of 
retail  discount  vouchers  shall  be  charged  to  the  national  credit  account,  and 
the  banks,  upon  application  to  the  Secretary  of  the  Treasury  or  such  agency 
as  may  be  designated  by  him,  shall  be  reimbursed  for  the  demand  deposits  * 
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allowed  by  them  under  this  Act  by  the  issuance  to  them  of  a  like  amount 
of  Treasury  credit  certificates  as  hereinafter  provided. 

Any  bank  receiving  retail  discount  vouchers  as  above  prescribed  shall  be 
entitled  to  make  a  service  charge  to  the  depositor  for  handling  said  vouchers, 
at  a  rate  to  be  fixed  by  the  Federal  Credit  Commission;  but  in  no  event 
shall  such  service  charge  exceed  one-half  of  1  per  centum  of  the  amount  of 
the  retail  discount  disbursed. 

Any  person  who  makes  a  false  entry  on  a  retail  discount  voucher  or  who 
presents  a  false  retail  discount  voucher  to  a  bank  for  deposit  or  any  retailer 
who  manipulates  falsely  his  sales  totals  in  claiming  settlement  of  compen- 
sated price  shall  be  punished,  upon  conviction  thereof,  by  a  fine  of  not  more 
than  $10,000,  or  by  imprisonment  for  not  more  than  two  years,  or  both,  and 
in  addition,  if  he  be  a  retailer,  he  shail  suffer  abrogation  of  his  contract 
with  the  Secretary  of  the  Treasury  and  shall  be  prohibited  for  a  period  of 
two  years  from  the  date  of  his  conviction  from  engaging  in  business  with 
any  retailer,  wholesaler,  manufacturer,  or  prime  producer  who  shall  be  under 
contract  with  the  Secretary  of  the  Treasury. 

National  Consumers'  Dividend 

Sec,  8.  A  national  per  capita  consumers'  dividend  amounting  to  $5  monthly 
shall  be  paid  on  the  first  day  of  every  month  during  one  year  after  the 
passage  of  this  Act,  to  every  citizen  of  the  United  States  and  to  every  bona 
fide  resident  of  the  United  States,  its  Territories,  and  possessions.  The  pay- 
ment of  said  dividend  shall  be  administered  under  the  direction  of  the  Sec- 
retary of  the  Treasury,  and  shall  be  made  pursuant  to  regulations  prescribed 
by  him.  All  payments  of  the  national  consumers'  dividend  and  all  expenditures 
in  connection  therewith  shall  be  met  by  the  issue  of  Treasury  credit  certificates, 
as  hereinafter  provided.  Such  certificates  shall  be  issued  to  banks  or  other 
agencies  designated  by  the  Secretary  of  the  Treasury,  and  shall  be  accepted 
by  them  as  a  Treasury  deposit  against  which  checks  in  payment  of  the  national 
consumers'  dividend  and  all  expenditures  in  connection  therewith  may  be 
drawn. 

It  is  the  intent  of  Congress  to  determine  the  amount  of  the  national  con- 
sumers' dividend  from  year  to  year  by  making  it  approximate  such  percentage 
of  the  national  credit  account  as  may  be  available  and  not  otherwise  appro- 
priated, as  deemed  advisable  by  the  President  of  the  United  States,  but  said 
dividend  shall  in  no  case  amount  to  less  than  5  per  centum  of  said  account. 

TITLE  II— FEDERAL  CREDIT  COMMISSION 

Organization  of  Commission 

Section  201.  To  effectuate  the  purposes  of  this  Act  there  is  hereby  created 
a  Federal  Credit  Commission  (referred  to  in  this  title  as  the  "Commission"). 
The  Commission  shall  be  composed  of  seven  Commissioners  who  shall  be 
appointed  by  the  President  by  and  with  the  advice  and  consent  of  the  Senate. 
No  person  shall  be  eligible  for  appointment  as  Commissioner  unless  he  is  a 
citizen  of  the  United  States,  and  in'  the  judgment  of  the  President  qualified 
to  develop  expert  knowledge  of  industrial,  economic,  and  statistical  problems 
and  to  perform  efficiently  the  duties  required  by  this  Act.  Not  more  than 
four  of  the  Commissioners  shall  be  members  of  the  same  political  party. 
Terms  of  office  of  the  Commissioners  shall  expire,  as  designated  by  the  Presi- 
dent, one  at  the  end  of  each  of  the  first  seven  years  after  the  passage  of  this 
Act.  The  term  of  office  of  a  successor  shall  expire  seven  years  from  the  date 
of  the  expiration  of  the  term  for  which  his  predecessor  was  appointed,  except 
that  any  Commissioner  appointed  to  fill  a  vacancy  occurring  prior  to  the 
expiration  of  the  term  for  which  his  predecessor  was  appointed  shall  be  ap- 
pointed for  the  remainder  of  such  term.  Commissioners  shall  be  eligible  for 
reappointment  and  shall  receive  a  retiring  pension  of  $1,000  per  year  for  each 
year  of  service,  provided  that  no  pension  shall  exceed  $7,000  per  year. 

The  President  shall  annually  designate  one  of  the  commissioners  to  act 
as  chairman  of  the  Commission.  Each  commissioner  shall  receive  a  salary 
of  $20,000  a  year.  No  commissioner  shall  engage  in  any  other  business,  voca- 
tion, or  employment  than  that  of  serving  as  commissioner. 
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Duties  of  the  Commissioner 

Sec.  202.  There  is  hereby  created  an  account  in  the  Treasury  of  the  United 
States  to  be  known  as  the  National  Credit  Account.  Upon  the  passage  of  this 
Act  the  Commission  shall  determine  annually  the  value  of  the  unused  capacity 
of  industries  and  people  of  the  United  States  for  the  production  of  wanted 
goods  and  services,  which  amount  shall  he  credited  to  the  National  Credit 
Account.  Each  year  the  amount  in  the  National  Credit  Account  which  shall 
not  have  been  drawn  upon  in  that  year  shall  be  written  off.  The  level  of 
values  used  in  determining  the  amount  of  the  National  Credit  Account  shall 
be  the  same  as  in  the  determination  of  the  Retail  Discount  rate.  The  decisions 
of  the  Commission  as  to  the  National  Credit  Account  shall  be  final.  Said 
decisions  shall  be  reported,  by  the  Commission  to  the  Secretary  of  the  Treasury, 
and  said  reports  shall  be  used  by  him  as  the  basis  for  the  establishment  and 
maintenance  of  the  National  Credit  Account. 

The  Commission  shall  use  ail  reasonable  ways  and  means  to  determine  the 
retail  discount  rate  as  accurately  as  possible  strictly  in  accordance  with  the 
methods  prescribed  in  section  4  of  title  I  of  this  Act  and  without  any  extraneous 
influence  or  advice.  The  decisions  of  the  Commission  as  to  the  retail  discount 
rate  shall  be  final. 

The  Commission  shall  have  authority  to  employ  and  fix  the  compensation 
of  such  special  experts,  examiners,  statisticians,  clerks,  and  other  employees  as 
it  may  from  time  to  time  find  necessary  for  the  proper  performance  of  its 
duties. 

The  Commission  shall  establish  and  maintain  a  statistical  bureau  to  collect 
and  coordinate  the  data  necessary  for  carrying  out  the  provisions  of  this  Act 
and  shall  be  guided  in  its  decisions  by  the  facts  disclosed.  All  statistical 
departments  of  the  Federal  Government  shall  furnish  such  aid  and  information 
as  may  be  required  by  the  Commission. 

The  Commission  shall  have  authority  to  call  for  data  and  statistics  from 
all  economic  organizations,  trade  associations,  and  private  business  which 
may  be  required  in  the  judgment  of  the  Commission  for  carrying  out  the 
purposes  of  this  Act,  and  any  refusal  to  furnish  such  data  or  information 
shall  be  punishable  upon  conviction  thereof,  by  a  fine  of  not  more  than  $1,000, 
or  imprisonment  for  not  more  than  one  year,  or  both. 

It  shall  be  the  duty  of  the  Commission  to  fix  the  service  charge  for  the 
handling  of  retail  discount  vouchers  by  the  banks,  as  prescribed  in  this  Act. 

The  salaries  of  the  Commissioners  and  all  exnenses  of  the  Commission  shall 
be  paid  by  the  issue  of  Treasury  credit  certificates  in  the  same  manner  as 
provided  in  this  Act,  in  the  case  of  the  national  consumers'  dividend. 

Interference  with  Functions  of  the  Commission 

Sec.  203.    It  shall  be  unlawful  for  any  person — 

(1)  to  prevent  or  attempt  to  prevent,  by  force,  intimidation,  threat,  promise, 
or  in  any  other  manner,  any  member  or  employee  of  the  Commission  from 
exercising  the  functions  imposed  upon  the  Commission; 

(2)  to  induce,  or  attempt  to  induce,  by  like  means  any  such  member  or 
employee  to  make  any  decisions  or  order,  or  to  take  any  action  with  respect  to 
any  matter  within  the  authority  of  the  commission  ; 

(3)  to  induce,  or  attempt  to  induce,  by  like  means  any  such  member  or 
employee  to  disclose  any  information  whatever  except  through  the  channels 
provided  in  this  Act. 

TITLE    III— NATIONAL    CREDIT    CERTIFICATES    AND  FRACTIONAL 

RESERVE 

Section  301.  The  Secretary  of  the  Treasury  is  hereby  authorized  and  di- 
rected to  issue  through  the  Federal  Reserve  System  or  any  other  agency  desig- 
nated by  him,  Treasury  Credit  Certificates  in  such  denominations  as  may  be 
deemed  advisable  by  him,  and  in  such  amounts  and  at  such  times  as  may 
be  required  in  order  to  effectuate  the  purposes  of  this  Act.  Said  credit  cer- 
tificates shall  be  charged  against  the  national  credit  account,  and  shall  be 
issued  without  regard  to  the  provisions  of  any  law  governing  the  expenditure 
of  public  funds.    Said  credit  certificates  shall  be  issued  to  the  banks  or  other 
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agencies  herein  provided  (1)  as  authorization  to  the  banks  for  the  credits 
established  by  them  to  tbe  accounts  of  their  customers  pursuant  to  the  require- 
ments of  this  title,  and  (2)  as  authorization  to  the  bnnks,  or  other  agencies,  for 
the  establishment  of  Treasury  credits  to  be  used  for  the  purposes  specified  in 
this  Act. 

Sec.  302.  The  said  national  credit  certificates  shall  be  issued  by  the  Secretary 
of  the  Treasury  in  such  amounts  as  shall  be  called  for  by  the  banks  in  the 
course  of  the  writing  up  of  the  deposits  of  customers  who  are  retailers  within 
the  meaning  of  this  Act.  In  no  case  shall  tbe  face  value  of  the  national  credit 
certificates  be  issued  in  excess  of  the  total  write-up  of  the  said  retailers' 
accounts. 

Sec.  303.  The  banks  shall  furnish  to  the  National  Credit  Commission,  under 
oath,  at  the  time  of  applying  for  said  certificates  a  statement  of  the  amounts 
credited  under  this  Act  to  the  said  retailers. 

Every  bank  having  depositors  whose  business  is  that  of  dispensing  goods  at 
retail  as  provided  in  this  Act.  is  hereby  directed  to  open  a  National  Credit 
Certificate  Account  and  to  charge  this  account  with  the  face  value  of  all  cer- 
tificates furnished  to  it  by  the  United  States  Treasury  through  such  agencies 
as  the  Secretary  of  the  Treasury  may  designate,  and  to  credit  the  same  to 
its  customers  who  dispense  the  said  discount  at  retail  in  accordance  with  the 
retail  discount  vouchers  deposited  by  them. 

The  total  amount  of  the  new  deposits  arising  from  the  discounts  shall  be 
charged  daily  to  the  National  Credit  Certificate  Account.  In  turn,  this  account 
shall  be  credited  and  the  General  Ledger  Deposits  Account  shall  be  charged 
with  tbe  equivalent  amounts,  so  that  the  National  Credit  Certificate  Account 
shall  be  at  all  times  approximately  in  balance. 

Settlements  may  be  made  regularly  with  the  Treasury  at  any  convenient 
periods,  or  as  may  be  designated  by  the  National  Credit  Commission.  Said 
Commission  may  authorize  the  District  Federal  Reserve  Banks  to  make 
settlements  as  its  representatives. 

Retailers'  deposit  accounts  written  up  by  the  method  herein  provided  shall 
be  treated  by  all  banks  as  part  of  their  circulating  deposits,  just  as  if  the 
write-up  had  occurred  through  the  discounting  of  the  customer's  own  note,  and 
the  checks  drawn  against  them  shall  circulate  in  the  usual  manner. 

Clearing  House  Operations 

Sec.  304.  All  clearing  house  associations  and  fill  correspondents  authorized 
to  mjake  interbank  clearances  are  hereby  authorized  and  instructed  to  accept 
national  credit  certificates  from  any  bank  in  settlement  of  interbank  balances, 
in  the  ratio  that  the  amount  of  deposits  they  gave  rise  to  bears  to  the  total 
deposits  of  the  bank  tendering  the  certificates.  Any  bank  receiving  said 
national  credit  certificates  in  settlement  of  a  favorable  balance  from  its  clearing 
house  is  hereby  authorized  and  instructed  to  credit  its  National  Credit  Certifi- 
cate Account  with  the  amount  so  received  and  to  charge  its  General  Ledger 
Deposits  Account  with  the  same.  In  like  manner,  the  bank  so  disposing  of  said 
certificates  shall  credit  its  General  Ledger  Deposits  Account  and  charge  its 
National  Credit  Certificate  Account  with  the  face  value  of  the  certificates  so 
disposed  of.  Both  the  paying  and  receiving  banks  shall  then  distribute  the 
crydits  or  debits  to  the  customers  entitled  to  them  in  the  usual  manner  and 
shall  charge  or  credit  the  National  Credit  Certificate  Account  with  the  corre- 
sponding total. 

Declaration  of  Policy 

Sec.  305.  It  is  the  intent  of  this  Act  that  the  National  Credit  Account  in  all 
banks  shall  be  maintained  in  approximate  balance  at  all  times. 

It  is  the  intent  of  this  Act  to  control  the  volume  of  the  means  of  payment  for 
goods  and  services  in  harmony  with  the  ability  of  the  whole  Nation  to  produce 
and  consume  them  on  a  rising  standard  of  living,  so  that  excess  expand, n  of 
money  and  a  consequent  undue  advance  in  the  price  level  shall  not  occur,  and 
that  the  present  system  of  issuing  money  through  private  initiative  for  profit, 
resulting  in  recurrent  disastrous  inflations  and  deflations,  shall  cease. 

To  such  end  the  privilege  of  the  commercial  banking  system  to  make  loans 
and  issue  deposits  against  them  on  the  basis  of  fractional  reserves  is  hereby 
rescinded.  The  right  of  the  banks  to  loan  the  means  of  payment  shall  be  limited 
to  the  amount  of  primary  deposits  in  their  possession  and  their  own  resources. 
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Such  loans  shall  be  for  account  of  the  depositors,  and  shall  be  charged  against 
the  balances  of  said  depositors  and  credited  to  the  borrowers.  The  banks  shall 
act  solely  as  agents  in  the  loaning  of  customers'  deposits,  and  shall  receive 
therefor  a  commission  for  collection  of  interest,  the  amount  of  which  shall  be 
fixed  by  the  National  Credit  Commission,  but  not  in  excess  of  ten  per  centum  of 
interest  return  upon  such  loans:  Provided,  That  upon  the  authority  of  the 
National  Credit  Commission  the  banks  may,  at  their  discretion,  allow  interest, 
not  exceeding  one  per  centum  per  annum,  to  time  deposit  customers  whose  funds 
they  have  been  unable  to  loan  or  who  desire  to  retain  their  deposits  unem- 
ployed. The  responsibility  of  the  banks  to  their  customers  under  this  provision 
shall  be  the  same  as  now  obtains  in  the  existing  system  of  "loans  for  account  of 
others." 

The  privilege  of  the  banks  to  rediscount  commercial  paper  and  borrow  upon 
Government  securities  at  the  Federal  Reserve  Banks  shall  be  limited  to  col- 
lateral actually  owned  by  them.  Collateral  security  conveyed  to  them  as  agents 
for  depositors  for  whom  they  have  negotiated  loans,  shall  be  held  in  trust  for 
account  of  such  depositors  during  the  life  of  the  loan. 

Depositors  who  have  authorized  the  loaning  of  their  deposits  shall  give  suffi- 
cient notice  to  tlie  bank  of  their  desire  to  withdraw  such  funds.  The  banks 
may  transfer  any  loan  from  one  depositor  to  another,  at  the  same  time  trans- 
ferring the  collateral  in  trust,  rather  than  having  recourse  to  calling  in  the  loan 
and  reissuing  it. 

A  bank  shall  be  entitled  to  charge  a  commission  to  the  borrower  for  negotiat- 
ing loans  not  exceeding  1  per  centum  of  the  face  value  of  the  loan. 

Bank  Deposits  Payable  in  Legal  Tender  Currency 

Sec.  306.  It  is  hereby  enacted  that  the  Comptroller  of  the  Currency  shall  at 
all  times  be  prepared  to  meet  the  requirements  of  the  banks  for  such  currency, 
legal  tender  for  all  debts  public  and  private,  as  may  be  called  for  withdrawal 
from  them  by  their  customers. 

Transfer  of  collateral  to  offset  the  drafts  of  currency  so  demanded  shall  not 
be  required  of  the  banks.  The  privilege  of  creating  deposits  upon  a  fractional 
basis  of  reserves  having  been  withdrawn  from  the  banks  in  the  interest  of  sound 
national  money,  it  becomes  the  responsibility  of  the  National  Government  to  see 
that  the  primary  bank  deposits  already  brought  into  existence  under  the  existing 
system  can  be  validated. 

The  banks  shall  return  all  currency  that  has  been  withdrawn  for  validation 
of  deposits  to  the  Comptroller  when  redeposited,  excepting  only  such  working 
reserves  of  normally  circulating  currency  as  may  be  required.  Nothing  in  this 
Act  shall  be  interpreted  as  releasing  the  banks  from  obligations  they  have 
already  incurred  to  the  United  States  Treasury  or  Federal  Reserve  Banks  for 
currency  now  in  their  possession. 

The  banks  shall  furnish  a  strict  accounting  of  the  currency  called  for  by 
their  customers  in  excess  of  normal  requirements  of  business,  such  as  might 
occur  in  time  of  financial  stress. 

The  banks  shall  act  simply  as  agents  of  the  Comptroller  of  the  Currency  in 
validating  bank  deposit  money  with  legal  tender  currency  and  no  charge 
therefor  shall  be  made  upon  either  side  for  such  service. 

Sec.  307.  Improper  use  of  the  Certificates  herein  provided  to  be  issued  shall 
be  a  misdemeanor  and  shall  be  punished  by  a  fine  of  not  exceeding  $10,000  and 
imprisonment  for  not  exceeding  five  years. 

TITLE  IV— CREDIT  CERTIFICATE  RETIREMENT  FUND 

Declaration  of  Policy 

Section  401.  In  order  to  establish  a  system  of  circulating  money  which  shall 
at  all  times  conform  to  the  capacity  of  the  industries  and  people  of  the  United 
States  for  the  production  of  wanted  goods  and  services,  it  is  hereby  declared 
to  be  the  policy  of  Congress  to  prevent  the  undue  expansion  of  money  as  well  as 
to  eliminate  the  contraction  of  money  in  times  of  slackness  of  trade.  It  is  the 
intent  of  Congress,  whenever  deemed  necessary  by  the  Federal  Reserve  Board 
and  its  Open  Market  Committee,  that  the  present  controls  over  the  supply  of 
money  through  open  market  operations  and  the  discount  rate  shall  be  emploved 
as  heretofore  to  maintain  a  balanced  credit  structure. 
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Establishment  of  Credit  Certificate  Retirement  Fund 

Seo.  402.  In  order  to  effectuate  the  purposes  of  this  title,  a  Credit  Certific  ate 
Retirement  Fund  shall  he  established  for  the  purpose  of  retiring  from  time 
to  time,  as  hereinafter  provided,  the  Treasury  credit  certificates  herein  author- 
ized. For  said  fund  there  shall  be  set  aside  one-fourth  of  the  national  revenues 
in  each  fiscal  year  over  and  above  the  amount  required  to  balance  the  normal 
budget  estimates  for  that  year. 

Retirement  of  Credit  Certificates 

Sec.  403.  The  Secretary  of  the  Treasury  shall  use  said  Credit  Certificate 
Retirement  Fund,  or  such  portion  thereof  as  shall  seem  to  him  advisable,  for 
the  retirement  of  said  Treasury  credit  certificates  whenever  in  his  judgment, 
acting  upon  the  records  of  the  Federal  Credit  Commission,  an  unduly  expanded 
monetary  condition  exists  or  is  impending. 

If,  in  the  opinion  of  the  President  of  the  United  States,  the  operation  of  the 
Retirement  Fund  as  above  provided  is  .insufficient  in  any  instance  to  check  an 
unduly  expanded  monetary  condition,  or  an  inflationary  rise  of  the  general 
price  level,  the  President  is  authorized,  in  his  discretion,  to  establish  a  nega- 
tive retail  discount  rate  not  to  exceed  20  per  centum  upon  all  goods  and 
services,  except  foodstuffs,  clothing,  household  fuels,  dwellings,  and  rentals  of 
dwellings.  Said  negative  retail  discount  rate  shall  be  subject  to  the  same 
provisions  of  law  as  the  retail  discount  rate. 

The  negative  retail  discount  rate,  whenever  imposed,  shall  be  added  by  the 
retailer  to  the  retail  price  of  goods  and  services  to  consumers,  and  shall  be 
reported  by  the  retailer  to  his  bank,  upon  forms  to  be  prescribed  by  the  Secre- 
tary of  the  Treasury,  and  paid  to  the  bank.  Payments  of  said  negative  retail 
discount  shall  be  credited  by  the  banks,  as  received  by  them,  to  the  national 
credit  account,  and  the  proceeds  thereof  shall  be  applied  to  the  retirement 
of  Treasury  credit  certificates  in  like  amount. 

It  shall  be  the  duty  of  the  Federal  Credit  Commission  to  collect  and  maintain 
all  statistics  and  information  which  shall  be  required  by  the  Secretary  of  the 
Treasury  or  the  President  for  the  purposes  of  this  Title. 

TITLE  V— GENERAL  PROVISIONS 

Section  501.  The  National  Deposit  Insurance  Act  is  hereby  repealed  and  the 
Federal  Deposit  Insurance  Corporation  is  ordered  to  be  wound  up. 

Sec.  502.  Any  person  who  violates  any  of  the  provisions  of  this  Act  shall  be 
punished,  upon  conviction  thereof,  by  a  fine  of  not  more  than  $1,000,  or  .im- 
prisonment for  one  year,  or  both,  in  cases  where  no  other  punishment  is  pro- 
vided in  this  Act. 

Sec  503.  In  addition  to  the  specific  powers  conferred  by  this  Act,  the  Secre- 
tary of  the  Treasury  is  authorized  to  make  such  rules  and  regulations  as  he 
may  deem  necessary  to  carry  out  the  provisions  of  this  Act. 

Sec  504.  The  necessary  moneys  for  carrying  out  the  provisions  of  this  Act 
are  hereby  appropriated,  and  this  appropriation  shall  be  deemed  a  permanent 
and  indefinite  appropriation. 

Sec  505.  All  laws  and  parts  of  laws  inconsistent  with  the  provisions  of  this 
Act  are  hereby  repealed. 

Sec.  506.  If  any  provision  of  this  Act,  or  the  application  thereof  to  any  per- 
son or  circumstances,  ,is  held  invalid,  the  remainder  of  the  Act,  and  the  appli- 
cation of  such  provision  to  other  persons  or  circumstances,  shall  not  be  affected 
thereby. 

Short  Title 

Sec  507.  This  Act  mav  be  cited  as  the  "National  Income  and  Credit  Issue 

Act." 
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STATEMENT  BY  MR.  GOLDSBOEOTJGH 

Mr.  Goldsborough.  Gentlemen,  the  committee  w  ill  come  to  order, 
please. 

Gentlemen  of  the  committee,  we  are  going  to  sit,  subject,  of  course, 
to  veto  by  the  members  of  the  committee,  on  H.  R.  9216,  and  we  will 
have  these  hearings  today  and  tomorrow.  The  hearing  will  last  until 
12  o'clock,  and  begin  at  half  past  2  this  afternoon:  and  tomorrow 
morning,  at  10:  30,  until  12.  and  if  it  has  not  been  concluded,  we  will 
go  until  5  o'clock.  Of  course,  as  I  said  before,  all  of  that  is  subject 
to  veto  by  the  majority  of  the  members  of  the  committee. 

I  want  to  take  a  few  minutes  to  try  to  explain  why  this  bill  was 
introduced  and  why  it  is  being  considered. 

We  have  a  condition  in  this  country  of  not  being  able  to  consume 
anything  like  100  percent  of  our  actual  productive  capacity,  or  any- 
thing like  our  potential  productive  capacity.  There  have  been  various 
attempts  to  correct  that  situation.  One  of*  them  has  been  by  install- 
ment selling.  Another  has  been  by  socialized  credit,  but  as  far 
as  I  know,  there  has  never  been  any  attempt,  except  the  attempt  made 
in  this  particular  bill,  to  attack  the  problem  directly,  and  this  bill 
attempts  to  attack  the  problem  directly  by  granting  a  discount  to 
the  purchasers  of  all  goods  at  retail,  and  requiring  society  to  absorb 
that  discount  up  to  100  percent  of  the  actual  and  potential  producing 
power  of  the  count r v.  which  is  now  being  wasted  at  the  rate  of  from 
$50,000,000,000  to  $100,000,000,000  a  year. 

Three  winters  ago,  I  think,  in  a  gathering  at  the  home  of  Senator 
Cutting.  Maj.  Clifford  H.  Douglass  made  a  very  interesting  state- 
ment, an  exceedingly  interesting'  statement  attacking  this  problem, 
and  was  asked  to  suggest  a  concrete  remedy.  This  he  did  not  do; 
and  as  far  as  I  know,  a  concrete  remedy  has  never  been  suggested 
before  the  introduction  of  this  bill. 

Xow.  personally,  I  do  not  want  to  go  into  this  question  on  the 
assumption  that  I  feel  that  nothing  has  been  done  to  correct  the 
defects,  as  I  understand  them,  in  our  monetary  system.  In  the  last 
few  years,  there  has  been  in  my  opinion,  an  extraordinary  and  almost 
unbelievable  amount  done.  The  members  of  this  committee  know 
tins,  and  no  statement  of  the  tremendous  advance  in  monetary  legis- 
lation during  the  last  few  years  is  as  clearly  and  concisely  stated  as 
the  one  that  I  find  in  the  April  number  of  a  Canadian  magazine 
called  The  Instructor,  and  made  in  an  article  written  by  Hon. 
Robert  L.  Owen,  former  United  States  Senator  from  Oklahoma,  and 
if  there  is  no  objection  from  the  committee,  I  will  state  his  resume 
of  what  has  been  done  on  behalf  of  the  monetary  system  in  the 
interest  of  the  people  as  a  whole: 

It  has  made  all  money  legal  tender. 

It  has  abolished  the  national  bank  note. 

It  has  removed  gold  from  domestic  circulation. 

It  has  stopped  the  minting  of  gold  and  put  it  in  bars  in  the  vaults  to  be 
used  exclusively  as  a  commodity  or  in  the  payment  of  international  balances 
upon  permit  of  the  Secretary  of  the  Treasury. 

It  has  outlawed  all  future  dollar  contracts,  payable  in  gold  by  weights. 

It  has  mad«  all  existing  dollar  contracts  payable  by  gold  in  weight,  subject- 
to  payment  by  lawful  money  or  legal  tender. 
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It  has  established  a  guarantee  of  bank  deposits  up  to  $5,000,  etc. 

It  has  authorized  the  expansion  of  the  currency  through  $1  silver  certificates*, 
and  actually  increased  such  currency  by  half  a  billion  dollars. 

It  has  authorized  gold  to  be  sold  for  commodity  uses  and  for  payment  of 
foreign  balances,  and  gold  has  been  made  salable  at  a  price  of  $o5  an  ounce 
for  such  uses  by  the  Secretary  of  the  Treasury. 

It  has  authorized  the  purchase  of  silver  until  the  silver  held  by  the  United 
States  shall  equal  one-fourth  of  the  gold  so  held. 

It  has  passed  laws  to  regulate  the  security  market  and  provide  safeguards  to 
prevent  runaway  speculation  in  securities  by  inflated  credit. 

It  has  removed  the  auxiliary  corporations  through  which  banks  speculated 
in  securities. 

It  has  authorized  the  expansion  of  credit  through  the  sale  of  Government 
bonds  to  the  banks  in  providing  public  works  and  public  relief  to  people  in 
distress. 

It  has  passed  a  new  Banking  Act  of  1985,  establishing  the  Federal  Reserve 
Board  of  Governors  of  seven  members,  giving  them  the  control  over  the 
expansion  and  contraction  of  credit  and  currency. 

It.  has  given  the  Federal  Reserve  Board  power  to  veto  the  election  of  presi- 
dent of  any  Federal  Reserve  bank. 

It  has  given  the  Board  the  right  to  raise  the  reserves  of  member  banks  100 
percent. 

It  has  given  such  Board  the  power,  through  an  open-market  committee,  to 
require  the  Federal  Reserve  banks  to  buy  and  sell  bonds  as  a  means  of  expand- 
ing and  contracting  credit. 

It  has  expanded  the  power  of  member  banks  to  lend  money  on  real  estate. 

It  has  expanded  the  power  of  the  Reserve  banks  to  discount  bankable  assets 
of  member  banks. 

It  has  used  the  public  credit  on  a  colossal  scale  to  relieve  the  most  acute! 
effects  of  the  existing  depression. 

To  my  mind  this  is  a  splendid  statement,  and  it  reflects  very  great 
credit  on  those  who  have  been  instrumental  in  the  passage  of  the 
legislation  providing  for  the  various  changes  mentioned  in  this 
resume;  and  so  in  this  hearing  on  this  bill,  H.  K.  9216,  introduced 
by  me,  there  is  no  intended  reflection  on  what  the  American  Con- 
gress has  been  able  to  clo  in  the  last  few^  years  to  alleviate  the  distress 
of  the  people  due  to  monetary  causes. 

We  have  with  us  this  morning  Mr.  Edward  F.  Harvey.  Mr.  Har- 
vey, we  will  be  pleased  if  you  will  make  your  statement.  Mr. 
Harvey,  give  the  stenographer  your  full  name  and  what  business 
you  are  engaged  in,  if  you  please. 

STATEMENT  OF  EDWARD  P.  HARVEY,  PHILADELPHIA,  PA. 

Mr.  Harvey.  Mr.  Chairman  and  gentlemen  of  the  committee,  my 
name  is  Edward  F.  Harvey.  I  live  in  Winant  Valley,  Pa.,  near 
Philadelphia.    I  call  myself  a  Republican. 

My  business  has  been  that  of  a  corporation  executive  most  of  my 
life.  I  started  in  it  very  young,  and  I  also  have  become  deeply 
interested  in  banking,  and  served  on  the  board  of  a  bank  for  some  18 
years,  and  it  is  from  that  standpoint  I  approach  this  particular 
problem. 

Mr.  Goldsborough.  Would  you  be  more  comfortable  if  you  sat 
down,  Mr.  Harvey? 

Mr.  Harvey.  I  thank  you.  I  have  made  a  brief  on  the  subject  of 
the  bill,  which  I  would  like  very  much  to  present  for  the  record,  if 
that  is  suitable. 

Mr.  Goldsborough.  I  have  read  the  brief  and  I  think  it  very 
excellent,  and  if  you  want  to  use  your  brief  in  your  statement,  you 
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may  do  so,  or  if  you  want  to  supplement  the  brief  by  a  statement, 
that  is  also  satisfactory. 

Mr.  Harvey.  I  would  prefer,  I  think,  to  supplement  it.  To  begin 
with,  the  brief  is  very  long  and  it  would  take  an  hour  for  me  to  read 
it,  and  I  think  I  can  cover  my  ground  more  rapidly  and  save  the 
time  of  the  committee  by  not  attempting  to  read  the  brief. 

Mr.  Goldsborough.  If  there  is  no  objection,  the  brief  will  be  incor- 
ported  in  the  record,  and  then  you  may  make  such  statement  to  the 
committee  as  you  think  relevant  to  the  issues.  When  you  get 
through,  and  not  until  then,  the  committee  will  ask  you  questions,  if 
that  is  agreeable  to  the  committee,  because  there  are  several  witnesses 
to  be  heard  and  Ave  will  not  be  anything  like  able  to  get  through 
unless  the  asking  of  questions  is  deferred  until  the  statements  are 
made. 

If  there  is  no  objection,  the  brief  may  be  incorporated  in  the 
record  and  made  a  part  of  the  record. 

(The  brief  referred  to  was  not  submitted.) 

Mr.  Goldsborough.  You  may  proceed,  sir,  in  your  own  way. 

Mr.  Harvey.  Mr.  Chairman  and  gentlemen  of  the  committee,  as 
I  said.  I  have  approached  this  bill  from  the  standpoint  of  an  execu- 
tive, and  I  feel  that  it  meets  the  situation  in  a  pragmatic  way,  in 
which,  so  far,  it  has  not  really  been  attacked.  It  is,  as  the  chair- 
man said,  a  question  of  the  lack  of  effective  purchasing  power  to 
equate  the  production  capacity  of  the  country,  place  industry  on  a 
profitable  basis,  and  bring  the  effective  purchasing  power  into  line 
with  the  actual  demand  that  exists.  The  present  banking  system  has 
never  been  able  to  do  that ;  it  is  dependent  upon  prices  and  demand, 
and  the  money  that  goes  out  is. largely  a  question  of  the  price  level. 

In  addition  to  that,  it  goes  into  the  production  entirely,  it  is 
loaned  to  the  producers  or  to  the  distributors,  and  in  the  process  of 
passing  it  out  into  the  hands  of  the  public,  where  it  becomes  an 
effective  purchasing  power,  I  think  statistics  show  there  is  no  doubt 
at  all  that  a  good  deal  of  it  never  gets  into  the  hands  of  the  con- 
sumer. 

And  I  would  like  to  say  this:  That  it  is  quite  impossible,  what- 
ever the  orthodox  economists  may  say  to  the  contrary,  to  put  out 
more  money  in  the  form  of  purchasing  power  than  the  cost  of  the 
goods.  For  instance,  if  an  automobile  costs  $1,000  to  manufacture, 
the  greatest  amount  of  money  that  could  be  possibly  put  out  for  the 
manufacture  of  that  machine  is  $1,000.  Now.  when  that  money  gets 
out,  some  of  it — first,  it  would  take  that  same  $1,000  plus  a  profit 
which  is  added  to  the  $1,000,  to  buy  that  machine.  There  is  the 
profit  there  which  is  missing. 

Now.  there  are  several  explanations  of  why  that  profit  does  not 
actually  become  purchasing  power,  but  I  do  not  think  those  expla- 
nations are  entirely  clear:  but  if  we  confine  ourselves  to  the  $1,000 
which  we  have  now,  which  our  machine  has  cost  the  manufacturer 
and  which  the  manufacturer  has  paid  out  in  dividends,  salaries, 
costs  of  materials,  and  that  sort  of  thing,  there  is  still  a  profit  to  be 
made,  for  which  there  is  not  money  represented  in  the  amount  that 
was  paid  out  for  that  machine. 

Then,  another  thing  is.  that  those  people  who  get  that  $1,000  to 
spend  do  not  spend  it  all.    We  know,  from  the  records,  that  at 
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least  5  percent,  on  an  average,  of  the  receipt  of  income  goes  into 
savings.  The  economists,  again,  state  that  that  5  percent  does  get 
back  into  the  purchasing  power,  because  it  goes  into  new  construc- 
tion and  new  production  capacity,  but  of  course  that  is  a  multiple 
capacity.  So  you  always  have  that  lack,  which,  if  you  take  your 
5  percent  savings  and  add  it  to  your  capacity,  you  have  a  greater 
capacity  and  you  have  to  have  more  money  to  spend  to  purchase 
that  capacity.  So  that  it  is  a  vicious  cycle,  and  there  is  a  con- 
stantly mounting  shortage  of  purchasing  power 

Now,  that  has  been  the  deceptive  situation  during  the  last  30  or 
40  years,  because  that  shortage  of  purchasing  power  has  been  made 
up  by  bank  loans,  by  credits  of  various  sorts,  which  have  varied  the 
real  disproportion  between  spending  power  and  cost  of  production 
and  the  cost  of  the  profit,  which,  in  1924.  1925,  1926.  1927,  1928, 
and  1929,  was  not  so  visible,  but  it  was  visible  in  another  way.  It 
was  visible  through  the  fact  that  prices,  that  the  price  levels  of 
commodities,  did  not  increase  for  5  years,  in  which  a  vast  amount 
of  money  was  being  put  out,  and,  at  the  same  time,  the  production 
capacity  was  increasing,  showing  that  there  was  a  lack  of  buying 
power  to  use  the  demand  up  to  the  productive  capacity  that  was 
being  increased. 

e  As  soon  as  that  money  which  had  been  issued  largely  for  specula- 
tive purposes  began  to  be  recalled,  because  it  got  to  be  top-heavy, 
the  growth  of  wealth  on  the  current  dollars  was  so  great  that  it  was 
impossible  for  an  industry,  with  the  income  that  existed,  to  meet  the 
profits  that  were  necessary  on  that  enormous  capitalization,  and 
people  naturally  lost  their  nerve  and  began  to  sell  their  securities. 

I  think,  also,  that  the  Europeans  sent  a  great  deal  of  money  over 
here  and  that  had  helped  our  rising  prices,  and  they  are  pretty  keen 
investors,  and  when  they  thought  our  security  price  level  had  gotten 
high  enough,  and  when  the  buying  over  here  was  ceasing,  because 
they  had  gotten  pretty  well  all  of  the  goods  they  needed  for  re- 
habilitation, they  began  to  withdraw  their  money,  and  that  started 
a  little  weakness ;  and  of  course,  as  soon  as  we  start  a  little  weakness 
in  the  price  of  securities,  we  get  the  drop,  and  as  soon  as  you  get  a 
drop  you  call  your  loans,  and  as  soon  as  you  call  your  loans  you  get 
another  drop.    That  is  a  spiral  which  everybody  is  familiar  with. 

That  is  due  to  the  fact  that  mone}^  is  issued  to  the  public  on  loans, 
which  create  deposits  which  are  known  as  derivative  deposits;  they 
are  circulated  money,  which  is  callable  today,  and  it  is  based  on  the 
price  level.  The  price  level  falls,  and  the  bankers,  in  order  to  pro- 
tect themselves,  must  call  those  loans.  The  consequence  is  that  the 
volume  of  circulating  money  is  reduced,  and  that  causes  further 
spirals  downward.  So  that  these  derivative  deposits  are  very 
uncertain,  as  we  know. 

Theve  is  another  form  of  deposit,  which  is  what  I  think  is  gen- 
erally now  alluded  to  as  primary  deposits.  Those  deposits  are  real 
bank  money.  They  have  no  strings  to  them.  They  are  the  lia- 
bilities of  the  bank.  I  will  not  say  they  are  real  money,  because  we 
knows  in  1933,  they  ceased  to  be  real  money,  due  to  the  fact  that  the 
price  level  had  destroyed  the  solvency  of  the  banks.  Therefore,  the 
money  that  is  based  upon  price  level  is  the  most  precarious  finance. 
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That  situation  means  that  the  exchange,  which  is  based  on  the 
price  level,  is  so  precarious  that,  during  the  period  from  19*29  to 
1983.  almost  one-half  of  the  deposits  of  the  country  ceased  to  exist. 

That  is  one  of  the  things  that  this  bill  aims  at  correcting.  It  aims, 
as  I  understand  it,  to  establish  the  volume  of  money  in  harmony 
with  the  volume  of  demand,  not  with  the  price  level;  and,  in  other 
words,  it  brings  the  effective  demand  and  the  actual  demand  close 
together.  The  actual  demand  is  an  extremely  stable  factor,  because 
most  people  will  spend  just  about  what  they  need  all  of  the  time. 
Everybody  needs  a  certain  amount  to  live  on,  and  their  expenditures 
are  a  matter  of  habit;  they  do  not  curtail  them,  if  they  do  not  have 
to  curtail  them  through  some  period  of  depression.  So  we  can  fig- 
ure the  natural  demand  as  a  very  stable,  economic  factor. 

I  think  we  can  also  regard  production  as  a  comparatively  stable 
factor,  providing  we  establish  means  to  keep  plants  operating. 

So  that  we  have  here  two  factors,  which,  if  money  is  so  balanced, 
will  make  them  even  and  a  continuous  cycle,  on  even  levels,  instead  of 
the  tremendous  fluctuations  that  we  are  familiar  with. 

Now,  in  addition  to  that,  there  are  some  other  reasons,  but  the 
main  reason  is  that  the  present  monetary  system  issues  a  monetary 
token  or  substitute  for  money  in  the  form  of  loans  and  deposits, 
which  are  subject  to  recall,  and  which,  when  they  are  recalled, 
.cause  very  much  of  a  reduction  of  the  buying  power. 

The  shortcoming  in  these  bank  credits  is,  I  might  say.  first, 
that  they  are  based  upon  fractional  reserves  and  fractional  reserves 
will  not  establish  a  sound  type  of  money.  That  is  covered  by  the 
points  I  have  just  mentioned.  So  that  the  fractional  reserve  is  a 
very  upsetting  factor  in  this  system.  Now.  the  bill  aims  at  abolish- 
ing the  fractional  reserves,  and  establishing  money  which  is  real 
money,  even  though  it  be  the  checks,  they  will  become  real  money; 
that  is  not  a  substitute  money.  The  public  regards  their  checks 
as  real  money,  until  it  wakes  up  to  find  that  something  has  hap- 
pened and  that  the  bank  is  not  solvent.  Under  the  bill,  no  bank 
could  be  insolvent,  so  far  as  its  holding  of  public  money  in  trust 
is  concerned.  Today,  the  banking  system  is  on  the  horns  of  a  di- 
lemma; it  must  loan  money  on  a  fractional  basis,  in  order  to  keep 
itself  going,  but  it  has  a  very  serious  liability  in  what  I  have  re- 
ferred to  as  the  primary  deposits. 

These  primary  deposits  are  money  that  has  been  entrusted  to 
the  bankers,  without  any  strings  to  it :  that  is  to  say,  it  is  the  pure 
liability  of  the  bank,  without  any  collateral  against  it. 

Therefore,  there  are  two  forms  of  money:  One  is  the  primary 
deposit,  which  has  no  strength  to  it :  and  the  other  is  the  derivative 
deposit,  which  is  so  called  because  it  is  derived  from  loans,  and 
bankers  have  not  heretofore  made  a  distinction  between  those  two 
types  of  deposits  that  I  think  they  are  entitled  to  make,  because 
the  distinction  is  a  very  important  factor  in  appraising  the  un- 
certainty of  our  banking  system  and  our  price  level. 

So  that  the  bill  aims  to  get  away  from  a  great  source  of  monetary 
fluctuation,  which  is  the  fractional  reserve^,  and  that  it  does  by 
guaranteeing,  practically  guaranteeing,  all  deposits,  but  it  formally 
does  it  in  a  way  that  effectively  limits  the  liability  of  the  banks — 
the  banks  merely  guarantee  to  the  public  that  their  money  is  good, 
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the  banks  acting  as  agents  or  trustees  as  between  the  Government's 
money  and  the  public. 

Now  that  leads  me  to  the  mechanism,  to  which  I  have  riven  a 
great  deal  of  study.  The  bill  refers  to  the  mechanism  for  determin- 
ing the  amount  of  the  actual  national  credit.  I  do  not  want  to 
go  into  that,  either.  I  want  to  keep  as  near  to  the  practical  as 
possible,  so  I  would  like  to  point  out  that  the  present  volume  of 
unused  credit  is  represented  by  the  reserves,  the  excess  reserves  in 
the  banks.  We  might  estimate  that  today  at  30  billion  dollars.  That 
is  what  it  is  generally  stated  to  be.  As  a  matter  of  fact,  if  we  had 
a  very  great  rise  in  prices,  it  would  be  expanded  probably  to  50 
billions  or  more. 

In  1929,  the  banks  issued  about  40  billions  and  they  could  prob- 
ably have  issued  60  billions  on  the  price  levels  that  then  existed, 
but  there  was  not  a  demand  for  it,  because  the  people  did  not  have 
courage  enough,  and.  as  I  said,  our  friends  in  Europe  began  to 
take  their  money  away,  and  we  all  got  scared. 

So  that  the  available  credit  of  the  Nation  todav,  as  shown  by  past 
experiences,  and  without  relation  to  the  problem  of  production  but 
to  the  actual  production  that  was  realized  in  1929.  we  will  say,  is 
30  billion  dollars.  Now,  at  the  present  time  that  30  billions  may 
come  into  existence  if  the  banks  have  a  demand  for  it.  If  the  banks 
can  get  a  demand  for  it.  they  will  be  only  too  glad  to  issue  it.  They 
cannot  issue  it  now  because  there  is  not  a  demand,  and  the  reason 
there  is  not  a  demand  is  because  there  is  not  sufficient  standard 
income  available  today  to  buy  the  goods  that  can  be  produced  and 
which  would  warrant  manufacturers  to  borrow  the  money. 

I  have  talked  to  a  number  of  different  vice  presidents  of  banks — 
I  know  quite  a  few — about  getting  money  out.  and  they  have  said  to 
me,  time  and  time  again,  "We  cannot  increase  the  loans  of  this  bank 
until  we  can  get  commercial  credits,  and  we  can't  get  commercial 
credit  because  we  have  here  hundreds,  in  some  cases,  of  depositors,  of 
customers  who  have  lines  of  credit  arranged  anywhere  from  $50,000 
to  $1,000,000,  and  they  won't  use  that  line.  We  have  given  it  to  them, 
and  it  has  been  established  there  for  years,  but  we  can't  get  them  to 
use  it." 

Well,  the  reason  that  they  cannot  get  their  customers  to  use  it 
is  because  their  markets  are  gone.  Now.  this  30  billions  of  credit, 
as  I  say,  is  in  a  form  now  where  it  cannot  be  issued,  and  also,  when 
it  is  issued,  it  is  issued  in  a  very  haphazard  way  by  something  like 
16.000  banks,  none  of  whom  have  any  idea  of  what  volume  of  credit, 
what  national  volume  of  credit  which  influences  the  price  levels,  or 
influences  the  buying  power,  is  going  to  be  from  day  to  day ;  and  the 
consequence  is  that  you  have  a  very  haphazard  way  of  getting  money 
out. 

Now,  the  bill  proposes  that,  instead  of  allowing  any  authorized 
bank  to  issue  on  the  bank's  reserves,  that  the  credit,  the  potential 
credit  should  be  segregated  under  a  Government  commission,  which 
would  have  facilities  for  measuring  that  credit  from  day  to  day  or 
week  to  week  or  month  to  month;  and  the  amount  that  has  gone 
out,  the  amount  that  is  needed  to  keep  business  busy,  and  keep  people 
supplied  with  their  needs,  and  then  it  should  be  issued  not  to  the 
producer  but  to  the  consumer.  To  issue  money  to  the  consumer  will 
be  a  very  different  thing. 
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Also,  there  is  a  question  whether  it  might  not  upset  a  good  many  of 
our  traditional  ideas  about  operating  business,  but  it  is  a  simple  thing 
to  approach  the  subject  through  the  price  level.  The  price  level 
must  be  low.  I  think  that  the  recent  researches  that  have  been  made 
on  that  score  are  very  definite.  Also  we  know  that  such  a  tiling  as 
department  store  sales,  reduction  sales  of  all  sorts,  increase  enor- 
mously the  savings,  it  clears  the  shelve,  and  that  is  the  principal 
thing  they  want,  to  clear  the  shelves,  and  when  they  clear  the  shelves 
that  means  new  production. 

Xow,  this  bill  proposes  to  clear  the  shelves  by  reducing  prices,  but 
not  as  an  individual  store  will  do  it,  but  on  a  national  scale. 

Therefore,  instead  of  issuing  the  credit  to  the  consumers,  it  issues 
the  credit  to  the  retailer  for  allowing  the  discounts,  which  brings  the 
whole  system  that  is  proposed  in  this  Government  credit  into  har- 
mony with  the  banking  system  as  it  is  today.  Our  banking  system 
is  an  extremely  fine  organization ;  the  personnel  of  it  is  probably  as 
fine  a  group  of  citizens  as  there  is  in  the  country,  probably  anywhere, 
in  spite  of  the  fact  that  it  has  been  abused  for  errors.  My  feeling  is 
that  the  errors  are  largely  due  to  the  system  and  not  so  much  to 
mismanagement. 

However,  by  keeping  out  of  the  banking  system  as  it  is,  and 
issuing  this  credit  through  a  Government  authority,  the  whole  bank- 
ing system  will  work  in  the  same  way  as  it  always  has.  There  is  no 
disturbance  to  the  banking  system,  as  I  can  see  it,  at  all,  and  all  of 
the  techniques  are  attained. 

Xow.  the  bill  provides  that  the  amount  of  the  Government  credit 
shall  be  arrived  at  under  the  calculations  of  the  Federal  Credits 
Commission.  The  30  billions  of  credit,  for  instance,  that  I  have 
referred  to  as  stagnant  credit,  available  on  the  banks'  reserves,  will 
be  set  up  as  30  billions  of  credit  which  ought  to  be  used  and  must 
be  used  in  order  to  bring  business  back  to  what  it  was  in  1929. 

The  Commission  then  withdraws  from  the  banks  the  right  to  i^sue 
credit  on  fractional  reservevS,  and  leaves  the  banks  the  right  to  issue 
credit  on  account  of  actual  deposits,  which  means  that  permanent 
money  will  be  loaned,  which,  when  the  loan  is  called,  will  not  be 
■destroyed.  I  will  not  go  into  the  way  in  which  that  may  be  done, 
but  I  think  it  is  a  very  simple  matter,  and  the  authorized  banks  will 
very  quickly  get  the  habit  of  it.  They  did  that  in  10-29  to  some 
extent,  but  it  will  be  under  the  control  of  the  Federal  Credit  Com- 
mission instead  of  the  blanket  authority  to  issue  credit.  Specific 
authority  to  banks  is  provided,  which  will  limit  the  amount  of  credit 
to  the  amount  that  is  needed  in  order  to  equate  production  and 
credit.  It  is  done  by  a  new  instrument  of  credit,  it  is  created  in 
national  credit  certificates,  and  the  national  credit  certificates,  as 
I  say,  take  the  place  of  the  blanket,  haphazard  system  of  issuing 
fractional  reserve  credits  on  fractional  reserves. 

It  is  a  specific  authority  to  the  banks  to  issue  credit  to  retailers 
who  have  issued  a  discount  on  all  goods  to  their  customers.  When 
a  bank  receives  vouchers,  as  is  provided  in  the  bill,  from  their  re- 
tailer customers,  the  amounts  of  those  vouchers  are  written  up  in 
their  accounts  as  bank  credits,  and  the  bank  applies  to  the  Treasury, 
or  to  the  Federal  Reserve  bank,  or  through  their  corresponding 
hanks,  however  it  may  be  arranged,  for  specific  authority  to  issue 
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that  credit.  That  authority  is  given  to  them  in  specific  amounts, 
according  to  the  amounts  they  have  put  out  in  the  form  of  these 
credit  certificates.  It  then  enters  the  credit  certificates  to  the  debit 
of  their  credit  certificate  account,  and  then  credit  their  customers' 
accounts. 

That  puts  the  customer's  account  in  credit  for  the  amount  of  his 
discount,  and  gives  him  a  deposit  to  carry  on  his  business  with. 
Those  credits  will  pass  back  to  the  producer  and  will  place  the 
retailer  in  better  cash  position,  as  the  money  flows  back,  it  places 
the  distributor  in  a  better  cash  position,  and  right  back  to  the 
ultimate  producer. 

Mr.  Goldsborougii.  Mr.  Harvey,  just  a  minute.  The  reason  these 
Members  are  leaving  is  because  there  is  a  roll  call  in  the  House. 
That  is  what  those  buzzes  or  rings  were.  I  do  not  know  whether 
they  will  feel,  all  of  them,  that  it  is  worth  while  to  come  back  before 
12  o'clock,  but  they  have  in  mind  that  the  committee  will  meet 
again  at  2 :  30.    You  will  proceed,  sir. 

Mr.  Harvey.  I  will  get  through  as  rapidly  as  I  can. 

These  credit  certificates  are  issued,  as  I  say,  by  the  Government 
in  specific  amounts,  and  they  do  not  constitute  any  liability  to  the 
banks  from  the  Treasury ;  they  are  simply  representing  the  warrant 
or  authority.  They  parallel,  I  think,  the  general  credit  effect  of 
a  bill  of  lading,  rather  than  any  other  credit  instrument  that  I  can 
think  of.  In  other  words,  they  represent  credit  for  goods  going 
into  consumption.  That  is  what  a  bill  of  lading  does,  when  a  pro- 
ducer draws  a  bill  of  lading  attached  on  his  customers  for  the  goods 
sold.  But  it  comes  from  the  Government,  and  it  is  based  on  this 
credit  that  ought  to  be  in  use  and  which  must  be  gotten  out.  So 
there  is  no  liability  there  between  the  Government  and  the  bank. 
The  Government  has  not  borrowed  the  money  and  it  has  not  author- 
ized the  bank  to  create  a  debt  to  anybody ;  it  has  simply  raised  the 
level  of  what  I  call  the  derivative  and  the  primary  deposits  of  the 
Nation,  which  is  increasing  the  volume  of  money,  and  under  the  bill 
that  money  is  made  the  definite,  specific,  national  currency,  because 
it  cannot  be  destroyed  through  calling  loans  and  things  of  that  kind. 

These  credit  certificates,  after  they  get  into  the  hands  of  the  bank, 
become  deposits  and  the  banks  honor  checks  drawn  on  these  deposits. 

The  clearing  houses  would  have  to  do  the  same  thing.  The  clearing 
houses  would  accept  these  credits  and  would  pass  them  on  in  the 
settlement  of  the  favorable  balances  to  their  other  members.  Then 
the  other  members  would  take  it  and  just  issue  that  exact  amount 
of  credit  to  their  customers. 

So  they  would  be  getting  a  practically  smooth  moving  credit  going 
through  'the  whole  banking  system  in  that  way,  that  is  not  subject 
to  recall,  if  you  get  a  falling  of  prices,  if  you  have  an  earthquake,  if 
it  is  reported  that  wheat  has  had  a  big  drop  in  the  West  and  a  drop 
in  the  demand  for  wheat.  You  do  not  get  a  speculative  drop  in  addi- 
tion to  the  price  and  then  get  a  calling  of  loans,  which  results  in  a 
further  reduction  of  the  buying  power.  All  that  is  left  undisturbed 
and  it  is  not  a  disturbing  factor. 

So  that  it  is  a  system  by  which  the  credit  that  is  unused  today 
and  which  is  a  prime  necessity  to  industry  and  also  to  the  population 
can  be  put  into  circulation,  without  disturbing  any  of  our  present- 
banking  system. 
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That  covers,  I  think,  the  main  or  most  of  the  main  features  of  the 
bill.  I  will  not  touch  upon  the  mechanism  of  the  discount,  because 
I  have  already  taken  up  a  good  deal  of  the  time  of  the  committee, 
but  I  have  here  a  statement  in  connection  with  the  tendency  of  the 
present  banking  s}rstem  and  our  industrial  system  to  increase  debts. 
Those  increased  debts,  that  increase  of  debts  which  is  undoubtedly 
unavoidably  brought  about,  is  one  of  the  most  threatening  things 
that  we  have  to  deal  with.  I  think  that  to  the  increase  of  debt  is 
due  the  experiences  that  we  have  had,  to  a  greater  extent  than  any- 
thing else,  because  they  have  the  elfect  of  destro}Ting  confidence, 
curtailing  the  trade  of  the  Xation,  because  our  trade  is  dependent 
upon  mass  production,  which  means  lower  prices.  Mass  production 
must  produce  at  lower  prices  all  of  the  time,  in  order  to  be  successful. 
That  is  the  principle  on  which  it  is  built.  I  think  everybody  admits 
that.  And  I  think  that  Henry  Ford  has  shown  the  way — I  can  say 
Andrew  Carnegie,  first,  and  Henry  Ford,  second — have  shown  the 
way  to  rising  prices,  but  it  is  not  an  uncommon  thing  for  any  private 
business  to  reduce  prices  for  the  time  being  and  take  a  loss,  in  order  to 
develop  their  business  and  get  a  larger  sales  volume,  and  at  the  same 
time  reduce  their  costs  of  production,  so  they  can  bring  lower  prices 
than  they  have  been  selling  at,  or  their  cost  of  production  in  line 
with  lower  prices,  and  by  a  little  surrender  of  profit  in  one  period, 
to  win  them,  at  a  later  period,  through  lowering  the  cost,  the  better 
prices  that  the  larger  volume  will  permit. 

I  think  those  are  the  main  principles  of  the  bill,  but  I  would  like 
very  much,  sometime  or  other — I  do  not  know  whether  I  will  do  it 
now.  or  not — to  discuss  this  growth  of  debt.  I  have  some  figures 
here  and  they  "are  attached  to  the  brief,  and  they  are  very  significant 
and  I  think  very  dangerous.  There  is  some  question  of  the  studies 
that  have  been  made  

Mr.  Goldsborough.  You  may  proceed,  sir  

Mr.  Harvey.  I  beg  pardon? 

Mr.  Goldsborough.  I  say  you  might  proceed  with  that  discussion, 
and  if  you  do  not  read  it,  the  complete  statement  will  be  in  the 
record. 

Mr.  Harvey.  Yes.  sir. 

Mr.  Hancock.  Would  you  mind,  right  at  this  point,  emphasizing 
the  difference  between  the* certificate  of  credit  to  which  you  refer,  and 
the  old  bills  of  exchange,  just  briefly? 

Mr.  Harvey.  Well,  what  would  be  a  bill  of  exchange,  do  you  mean, 
between  banks,  for  instance? 

Mr.  Hancock.  I  mean  the  old  mercantile  type  of  bill  of  exchange. 

Mr.  Harvey.  There  is  a  very  little  difference  between  them.  The 
mercantile  bill  of  exchange  arises  from  the  exchange  of  goods  as  also 
do  the  credit  certificates,  but  the  certificates  are  not  negotiable,  they 
can  only  be  used  for  the  specific  purpose  of  maintaining  deposits. 
They  are  limited  bills  of  exchange,  in  other  words,  between  banks. 
Does  that  answer  your  question? 

Mr.  Hancock.  Yes. 

Mr.  Cross.  You  suggest  here,  and  in  this  bill,  as  I  understand 
it — coming  down  to  the  practical  situation  where  something  could 
possibly  be  done,  which  I  do  not  know,  and  I  am  not  expressing  an 
opinion,  but  it  looks  like  to  me  that  you  have  to  make  it  simple 
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and  plain  enough  for  everybody  to  grasp  it.  I  have  not  grasped 
it,  and  I  fear  it  would  not  be  understood  by  the  Members  of 

Congress. 

You  talk  about  issuing  these  certificates  of  credit,  and  they  do  not 
cost  the  Government  anything.  The  Government  does  not  take  on 
any  liability.  I  just  do  not  see  how  it  is  going  to  operate,  because 
my  mind  has  been  so  built  on  what  I  have  understood  before. 

Suppose  I  am  a  merchant  and  I  have  a  stock  of  goods  here  and 
I  want  to  get  rid  of  it,  and  the  price  of  those  goods — we  will  say 
those  goods  should  sell  for  a  certain  amount,  sufficient  for  me  to 
get  back  what  I  paid  out  for  them,  with  sufficient  profit  to  carry 
on  the  overhead  and  get  a  fair  return  on  my  investment.  I  cannot 
sell  them  that  way  and  I,  therefore,  say  that  I  am  going  to  sell 
this  stock  of  goods  out,  and  I  am  going  to  put  a  discount  on  what 
they  cost  me  of  25  percent.  Now,  when  I  sell  those  goods  out. 
where  do  I  go  to  get  that  discount  back — we  will  say,  the  25  per- 
cent discount?  Where  would  I  go  to  get  back  the  25  percent  dis- 
count of  what  I  would  sell  them  for,  with  a  decent  income  on 
my  investment  ?  Where  would  I  go  to  get  that  25  percent,  who  is 
going  to  put  it  up?  I  am  selling  out  here,  I  am  selling  out  my 
goods  

Mr.  Goldsborough.  He  is  asking  you,  under  the  bill,  how  it 
operates. 

Mr.  Cross.  Where  am  I  to  go  to  get  it  back  ? 

Mr.  Harvey.  You  would  get  the  amount  of  your  discount.  You 
would  assemble  them,  probably,  as  you  would  on  any  sheet,  and  if 
you  sold  a  hundred  pairs  of  shoes,  for  instance,  you  would  have  100 
vouchers,  we  will  say.  which  the  customers  would  initial,  if  you  like, 
to  show  that  you  have  allowed  it.  You  put  them  all  together  and 
put  them  on  a  voucher  sheet  

Mr.  Cross.  And  those  100  pairs  of  shoes  show  what  they  cost  me  

Mr.  Harvey.  No;  you  simply  put  the  amount  of  the  discounts;  that 
is  all  that  is  necessaiy. 

Mr.  Cross.  Maybe  I  am  sticking  somebody.  I  might  say  I  am  put- 
ting a  discount  on  here  of  25  percent  when,  in  fact,  I  am  only  putting 
on  10  percent  

Mr.  Harvey.  Well,  you  might  stick  somebody  that  way,  but  I  think 
the  public,  on  the  whole,  knows  pretty  well  when  they  are  getting 
value ;  I  think  that  is  a  pretty  well-established  thing,  and  I  think  a 
retailer — or  if  you  did  that,  I  think  you  would  find  that  some  of  the 
other  people  who  sold  on  good  terms,  for  instance  the  large  depart- 
ment stores,  would  put  you  out  of  business,  because  the  prices  would 
be  higher. 

Mr.  Cross.  The  point  I  am  getting  at  now  is  this :  They  are  not  all 
discounting  when  I  am,  because  if  they  were,  then  I  do  not  see  how 
I  could  unload,  because  if  everybody  was  to  put  on  an  equal  discount, 
a  discount  equal  to  the  one  I  am  putting  on,  then  the  purchasers 
would  be  scattered  and  divided  up  and  they  would  supply  their  wants 
and  still  I  would  have  my  goods  on  the  shelves. 

Mr.  Harvey.  There  is  nothing  in  the  world  to  prevent  you  from 
making  a  50  percent  cut,  instead  of  a  25  percent  cut,  if  you  wanted  to. 

Mr.  Cross.  If  I  am  going  to  get  it  back  in  credit,  why  could  I  not 
just  make  a  90  percent  cut? 
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Mr.  Harvey.  You  could,  if  you  wanted  to  get  the  business.  Ford 
could  have  done  that  when  he  first  put  his  Ford  "tin  lizzie"  on  the 
market,  but  he  did  not  do  that ;  he  took  about  25  percent  off  of  his 
costs.  .  .  . 

Mr.  Goldsborough.  Mr.  Harvey,  there  is  a  provision  in  this  bill,  1 
think— if  it  is  not  there,  it  can  easily  be  put  in  the  bill,  which  I  have 
in  mind — that  in  any  event,  when  it  is  found  that  a  retailer  is  not 
act  ins:  in  *rood  faith  

Mr.  Harvey.  If  he  is  not  acting  in  good  faith,  yes;  he  will  be 
through. 

Mr." Goldsborough.  He  would  have  no  connection  with  the  set-up 
any  longer? 

Mr.  Harvey.  Xo. 

Mr.  Goldsborough.  Now,  then,  Mr.  Cross  has  asked  you  if  this 
discount  of  25  percent,  we  will  say,  is  maintained  by  all  retailers — he 
is  asking  why  a  specific  retailer  would  get  any  more  business  than 
he  did  before  ?   The  answer  to  that,  I  presume,  is  

Mr.  Harvey.  I  did  not  catch  the  question. 

Mr.  Goldsborough.  The  answer,  I  presume,  is  that  the  money  of 
the  ultimate  consumer  would  go  much  further  than  it  would  otherwise 
go? 

Mr.  Harvey.  Yes.  I  beg  your  pardon,  Mr.  Cross.  I  did  not  get 
that  part  of  your  question.  That  is  the  point.  Then  a  man  who  has 
a  $100  salary  will  be  able  to  buy  $120  worth  of  goods,  we  will  say, 
with  it.  That  means  that  $120  worth  of  goods  have  gone  off  of  the 
shelves,  instead  of  $100  which  would  otherwise  have  gone  off  of  the 
shelves. 

Mr.  Cross.  Well,  now,  how  are  you  going  to  determine  what  would 
be  a  reasonable  discount,  and  who  is  going  to  determine  it?  Suppose 
I  should  say,  "Well,  I  think  a  reasonable  discount  is  50  percent." 
Now,  you  cannot  prove  that  I  am  on  the  square  about  that.  Another 
fellow  thinks  his  is  25  percent,  but  if  the  other  fellow  is  going  to  get 
the  full  value  of  his  credits,  the  other  fellow  will  be  trying  to  get 
down  and  get  as  much  as  he  can. 

Mr.  Harvey.  If  he  wants  to  fix  his  own  discount  for  competitive 
purposes,  that  is  up  to  him.  The  Government  office  definitely  fixes 
the  discount  which  they  will  reimburse.  Xow.  if  you  go  outside  of 
that,  if  you  do  not  allow  as  much  as  that,  or  if  you  allow  more,  in 
either  case  it  seems  to  me  that  you  are  the  loser ;  you  would  get  that 
25  percent,  but  no  more. 

Mr.  Cross.  It  would  be  a  fixed  discount? 

Mr.  Harvey.  It  is  a  fixed,  blanket  discount. 

Mr.  Cross.  A  fixed  discount? 

Mr.  Harvey.  Yes.  sir. 

Mr.  Cross.  All  right,  let  me  follow  that  up.  I  am  the  Govern- 
ment and  I  fix  a  certain  discount  upon  which  everybody  can  sell, 
which,  of  course,  would  make  them  lose  money  so  far  as  what  they 
pay  out  for  their  goods  is  concerned.  Now.  I  give  everybody  a  credit 
certificate;  is  that  redeemable  anywhere,  or  what  kind  of  proposition 
is  it  ? 

Mr.  Harvey.  No:  it  is  not  redeemable.  It  is  not  redeemable,  it  is 
recallable.    It  is  recallable,  if  too  much  money  gets  into  circulation. 

Mr.  Cross.  Well,  who  would  determine  when  too  much  money  gets 
into  circulation? 
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Mr.  Harvey.  The  Federal  Credit  Commission. 

Mr.  Cross.  Who  would  recall  it? 

Mr.  Harvey.  The  Secretary  of  the  Treasury. 

Mr.  Cross.  How  is  it  going  to  get  in,  if^  it  is  out  here  in  my 
hands  or  in  your  hands,  or  the  other  merchants'  or  bankers'?  It  is 
out  there  in  your  hands  and  you  put  out  your  goods,  how  are  you 
going  to  recall  it;  what  are  you  going  to  swap  the  other  for  it? 

Mr.  Harvey.  You  do  not  swap  anything  off  for  it.  You  merely 
reduce  the  money  in  circulation. 

Mr.  Cross.  How  am  I  going  to  get  it  back?  Who  is  going  to  give 
it  back  to  me  ? 

Mr.  Harvey.  Who  do  you  refer  to  as  "I"? 

Mr.  Cross.  Suppose  I  am  the  Treasury,  or  a  credit  outfit,  or  what- 
ever you  want  to  call  it,  or  the  Government,  how  am  I  going  to  get  it 
back  \ 

Mr.  Goldsborough.  Suppose  he  is  the  Secretary  of  the  Treas- 
ury  

Mr.  Cross.  How  am  I  going  to  get  back  these  credit  certificates 
that  are  out  and  held  by  every  "Tom",  "Dick",  and  Harry?  How  am 
I  going  to  get  them  back  ? 

Mr.  Harvey.  You  will  get  them  back  by  reducing  the  volume  of 
deposits  throughout  the  banks.  If  the  banks  had  60  billions  of 
deposits  and  you  decided  that  55  billions — that  there  was  a  tendency 
to  inflation  and  that  55  billion  would  be  enough,  you  would  call  in 
5  billion  of  those  certificates,  and  you  would  do  it  not  by  canceling 
the  certificates,  but  by  calling  in  the  deposits  through  the  reverse 
discount,  which  is  what  the  bill  provides  for,  or  through  open  market 
operations,  by  selling  Government  bonds  and  drawing  in  the  money 
that  way. 

Mr.  Goldsborough.  When  you  say  "reverse  discount",  you  mean 
universal  sales  tax? 

Mr.  Harvey.  Universal  sales  tax.  Apply  those  proceeds  to  the 
reduction  of  the  amount  of  the  deposits,  and  that  would  call  in  an 
equivalent  amount  of  certificates  from  the  banks. 

Mr.  Cross.  And  you  determine  the  time  to  call  in,  to  control  the 
amount  of  credits,  by  the  commodity  price  line  ? 

Mr.  Harvey.  Under  the  formula,  I  think,  most  certainly.  You 
see.  the  trade  index  would  show  if  there  is  a  surplus  in  existence. 
The  price  index  of  securities  in  1929  showed  there  was  a  surplus, 
there  was  a  great  deal  of  surplus  money  circulating,  short  circulat- 
ing in  the  security  markets,  but  there  was  not  a  surplus  of  money 
circulating  in  the  commodity  markets,  except  the  speculative  kind. 

THE  CROSS  PROGRAM 

Mr.  Cross.  Of  course,  we  are  just  having  a  private  conversation, 
with  nobody  here  but  the  chairman,  who  is  familiar  with  this,  and 
myself,  and  I  am  not  familiar  with  it  at  all,  but  I  want  to  ask  you 
these  questions,  because  I  introduced  a  bill,  at  one  time,  hoping  that 
something  might  be  clone,  and  I  finally  came  to  the  conclusion  that 
it  could  not  be  done  and  I  quit.  The  idea  was  original  with  me,  and 
I  never  saAv  it  anywhere  else,  and  it  was  this :  I  was  going  to  use  the 
gold  and  silver  money  for  the  price  levels,  which  probably  called  for 
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50  primary  commodities,  but  anyway,  taking  the  old  commodity 
prices,  and  we  would  say  that  we  would  take  them  over  some  pros- 
perous period,  like  the  year  1926,  which  is  so  much  discussed.  Now. 
we  will  say  the  prices  have  fallen  as  the  result  of  deflation  of  credit, 
bank  credit,  which  evaporates  like  mist  before  the  sun  when  people 
get  scared:  that,  in  place  of  the  system  we  are  under,  that  whenever 
the  price  level  fell  2  percent  of  what  it  was,  for  instance,  in  1926,  the 
Government  would  cease  collecting  income  taxes,  but  continue  to  take 
currency — you  can  call  it  "printing-press  money",  if  you  want  to — 
but  paid  it  obligations  with  currency  and  paid  off  the  bonds  as  they 
fell  due  until  that  price  level  went  back  to  where  it  was  in  1926. 

If  prices  began  to  get  too  high,  than  you  would  begin  to — you 
would  stop  then  and  commence  putting  on  the  income  taxes  suffi- 
cient to  check  it  and  put  it  back  where  it  should  be  in  1926. 

So,  by  using  the  matter  of  those  two  processes,  you  "would  hold 
your  price  level  on  an  even  keel,  and  you  would  have  no  intricacies 
about  it,  and  finally  it  would  result  in  paying  oif  all  of  the  Federal 
bonds  and  get  rid  of  the  Government  paying  interest  on  its  own 
credit,  which  we  do — of  course,  we  do  not  get  rid  of  the  municipal 
and  State  bonds,  but  I  am  talking  about  Federal  bonds — and  by  the 
use  of  issued  currency,  you  hold  the  price  level  steady,  put  it  in  cir- 
culation, and  take  it  out  for  income  taxes.  Then  we  would  get  a 
scientific  currency  and  we  would  have  a  dollar  the  same  value  today 
as  it  would  be  10  or  20  or  30  years  from  today. 

Xow,  that  was.  it  seems  to  me,  simple,  understandable,  and  the 
only  thing  that  would  worry  you,  of  course,  is  that  this  international 
service,  the  goods  that  are  purchased  from  abroad.  Of  course,  as 
long  as  we  have  a  trade  balance  in  our  favor,  you  do  not  mind  that, 
because  they  have  got  to  take  out  money  to  pay  for  the  goods  they 
buy  from  us,  and  they  absorb  all  of  it.  If  we  reach  the  point  where 
the  trade  balance  is  against  us,  then  that  would  be  another  proposi- 
tion. So  far  as  conditions  exist  which  have  for  many  years,  where 
we  have  a  trade  balance  in  our  favor,  it  looks  to  me  like  it  will  work. 
But  as  I  said,  I  soon  found  you  cannot  get  anywhere.  The  mind 
of  the  average  man  is  hooked  on  the  proposition  that  you  have  got 
to  have  your  paper  currency  redeemable  in  some  kind  of  metal,  and 
as  long  as  you  hold  to  that,  you  are  powerless. 

Xow.  do  you  not  think  that  would  work? 

Mr.  Harvey.  I  think  it  would  be  an  improvement  on  the  present 
system,  Mr.  Cross,  but  I  think  it  has  several  very  serious  objections, 
which  are  directly  related  to  

Mr.  Cross.  What  are  the  objections? 

Air.  Harvey.  Well,  one  objection  is,  that  it  would  take  a  vast 
amount  more  of  money  to  do  it  to  keep  the  balance,  because  so  much 
of  the  money  that  you  put  out  in  that  way  goes  directly  into  what 
is  known  as  static  money. 

Mr.  Cross.  Xo  matter  where  it  goes,  you  keep  your  price  level 
fixed,  and  it  docs  not  matter  how  much  is  out  or  how  little  is  out. 
You  have  got  your  price  level  there,  so  people  can  get  the  price  for 
their  products,  your  shoes  and  hats  and  other  commodities? 

Mr.  Harvey.  That  would  be  managed  currency,  would  it  not? 

Mr.  Cross.  Sure,  it  would  be  managed  currency. 

Mr.  Harvey.  Would  you  manage  it  through  general  price  levels, 
including  securities  and  commodities,   or   would   you   manage  it 
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through  commodities,  or  would  you  manage  it  through  securities 

alone  ? 

Mr.  Cross.  I  think  I  would  manage  it  something  like  what  is 
known  as  the  economists'  index.  I  think  there  are  something  like 
50  commodities,  because  the  others  will  follow  right  along.  Of 
course,  we  use  784  commodities  down  here,  and  that  is,  in  my  opinion, 
too  many,  and  too  complicated.  I  understand  Sweden  uses  a  com- 
modity price  level;  I  believe  they  use  the  economists'  price  level. 

Mr.  Harvey.  Then  I  think  one  answer  I  would  like  to  give  }rou  is 
illustrated  by  the  conditions  today.  The  Government  is  putting  out 
a  great  deal  of  money;  it  is  not  doing  that  by  means  of  the  system 
you  propose,  but  it  is  a  parallel  system  of  spending  a  great  deal  of 
money,  and  the  result  of  that  is  that  the  primary  deposits,  that  is,  the 
deposits  which  are  not  subject  to  that,  have  not  been  derived  from 
debts,  from  loans — your  annual  loans  have  been  increased  in  the  last 
2  years  from  $15,000,000,000  to  nearly  $25,000,000,000.  In  other 
words,  the  static  money  has  increased,  and  it  will  be  doubled  in  a 
comparatively  short  time  under  the  present  release  of  funds  and  the 
way  it  is  being  done. 

As  I  say,  under  that  system,  it  would  have  the  same  effect;  in  other 
words,  it  would  take  $2  of  this  type  of  Government  money  to  affect 
the  market's  $1.  It  is  really  taking  more.  The  Government  has  to 
put  out  $2.50  in  order  to  get  $1  worth  of  results.  That  is  the  weak 
spot  in  all  of  those  systems. 

Mr.  Cross.  Here  is  a  big  difference :  Under  the  present  system  we 
are  taxing  ourselves  to  pay  interest  on  these  bonds.  Under  the  sys- 
tem I  am  talking  about,  you  would  not  do  it,  and  to  make  it  simple, 
here  is  what  we  would  do:  If  the  Government  wants  $1,000,000,000, 
we  would  go  over  here  to  the  Bureau  of  Engraving  and  Printing  and 
say,  "Print  me  a  billion  dollars  worth  of  bonds."  All  right.  ''Now, 
print  me  a  billion  dollars  worth  of  currency."  All  right.  They 
print  them  and  I  take  the  bonds  in  one  hand  and  the  currency  in  the 
other  and  walk  over,  for  instance,  to  the  Federal  Reserve  bank  and  I 
say — of  course,  I  am  cutting  out  all  the  in-between  stuff — "Here  is  a 
billion  dollars  worth  of  currency,  take  it  and  make  a  book  notation 
of  it."  Now,  here  is  a  billion  dollars  worth  of  bonds,  drawing  4 
percent  interest.  They  are  my  bonds  and  my  currency,  and  then  I 
turn  around  and  tax  myself  4  percent — say  I  am  the  people — I  tax 
myself  4  percent  on  a  billion  dollars  worth  of  bonds,  and  it  is  my 
credit  and  my  bonds  and  my  currency,  and  I  do  not  see  any  wisdom 
in  that. 

Mr.  Harvey.  No,  sir ;  I  do  not,  either. 
Mr.  Cross.  That  is  what  we  are  doing. 

Mr.  Harvey.  That  is  what  these  credit  certificates  are  aimed  to 
abolish. 

Mr.  Goldsborough.  Gentlemen,  we  will  have  to  adjourn.  I  have 
another  meeting  here  in  this  room  at  1 : 30,  and  the  committee  meets 
again  at  2 : 30  and,  Mr.  Cross,  it  is  perfectly  agreeable,  if  it  is  agree- 
able to  the  committee,  for  you  and  Mr.  Harvey  to  continue  your 
discussion. 

(Thereupon,  a  recess  was  taken  in  the  hearing  until  2:30  p.  m.) 
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AFTER  RECESS 

Upon  the  expiration  of  the  recess,  the  hearing  was  resumed. 
Mr.  Goldsborough.  Mr.  Brown,  we  will  be  very  glad  to  hear  you, 
sir. 

Will  you  state  your  business,  Mr.  Brown  ? 

STATEMENT  OF  ALLAN  R.  BROWN,  CHAIRMAN,  NEW  ECONOMICS 
GROUP  OF  NEW  YORK 

Mr.  Brown.  I  am  an  attorney,  at  11  Broadway,  New  York.  I 
have  been  practicing  customs  law  for  a  long  time.  I  first  became 
interested  in  the  monetary  problem  about  20  years  ago,  during  the 
war,  when  many  issues  arose  that  showed  the  absurdity  of  our  money 
system. 

Today  I  am  chairman  of  the  New  Economics  Group  of  .New  lork, 
55  Fifth  Avenue,  New  York,  and  I  have  also  been  requested  to  repre- 
sent the  Western  Social  Credit  "Federation  of  Pasadena,  Calif., 
which  consists  of  about  eight  groups  in  California  and  Oregon. 
Also  I  have  been  requested  to  represent  the  Boston  branch  of  the 
National  Social  Credit  Association,  20  Louisburg  Square,  Boston. 

I  have  prepared  for  the  committee  and  would  like  to  submit  a 
commentary  on  the  bill  now  before  your  honorable  committee,  which 
I  would  like  to  have  incorporated  in  the  record. 

Mr.  Goldsborough.  Without  objection  it  will  be  incorporated  in 
the  record. 

(The  statement  referred  to  is  as  follows:) 

Commentary  on  H.  R.  9216,  National  Income  and  Credit  Issue  Act 

(Submitted  by  Allan  R.  Brown,  chairman  New  Economics  Group  of  New  York, 

New  York,  N.  Y.) 

PREAMBLE  AND  DECLARATION  OF  POLICY 

By  this  bill  Congress  resumes  its  constitutional  duty  of  issuing  money  and 
regulating  its  value,  a  duty  and  a  right  which  it  has  long  abdicated  to  the 
private  banking  system. 

In  so  many  words,  it  abolishes  the  practice  of  creating  bank  deposits  by 
private  groups  upon  fractional  reserves.  The  fractional  reserve  system  is 
what  permits  the  private  creation  of  money,  which  has  disorganized  our 
monetary  structure.  Its  abolition  is  the  destruction  of  the  banks'  monopoly  of 
credit. 

The  purpose  of  this  resumption  of  the  constitutional  function  of  Congress  is, 
in  the  words  of  the  bill,  "*  *  *  to  provide  monetary  income  to  the  people 
of  the  United  States  at  a  fixed  and  equitable  purchasing  power  of  the  dollar, 
ample  at  all  times  to  enable  the  people  to  buy  wanted  goods  and  services  at 
full  capacity  of  the  industries  and  commercial  facilities  of  the  United 
States    *    *  *" 

It  is  unnecessary  to  dwell  upon  the  necessity  for  a  criterion  such  as  is  here 
adopted.  At  the  present  time  our  industrial  facilities  are  operating  at  reduced 
speed  because  the  consuming  public  cannot  buy  the  products  of  industry. 
There  is  a  gap  between  incomes  and  prices.  This  bill  provides  a  means  of 
raising  buying  power  to  the  level  of  productive  capacity. 

Under  the  fractional  reserve  system  the  bulk  of  our  money,  credit,  is  issued 
only  when  financial  interest  dictates  its  issuance.  It  is  only  by  chance  that 
the  supply  of  money  is  in  accord  with  the  industrial  needs  of  the  country. 
Under  this  bill,  for  the  first  time,  the  issuance  of  money  is  conditioned  solely 
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by  the  needs  of  production  and  consumption.  The  prohibition  of  lending  upon 
fractional  reserves,  of  course,  puts  the  Government  in  absolute  control  of  the 
issuance  of  money  and  avoids  any  danger  of  a  speculative  inflation. 

The  last  part  of  the  preamble  of  the  bill,  "an  adequate  supply  of  money  with 
a  unit  of  fixed  average  purchasing  power,  which  will  avoid  excessive  expansion 
or  disastrous  contraction",  indicates  that  Congress  intends  to  avoid  the  exces- 
sive expansion  of  money  as  well  as  its  undue  contraction.  The  means  of  accom- 
plishing this  intent  are  found  in  title  IV  of  the  bill. 

This  bill  assumes,  initially,  that  all  primary  or  basic  money,  whether  it  be 
banknotes  or  bank  deposits  subject  to  check,  belongs  of  right  to  the  people 
when  created.  It  is  backed  by  the  wealth  of  the  people  in  goods  and  services. 
It  should  be  paid  to  them  directly  for  their  permanent  use  in  business,  instead 
of  being  lent  to  them  by  irresponsible  private  groups,  as  a  debt  which  such 
groups  may  arbitrarily  recall  from  business  use. 

The  national  credit  policy  proposed  in  this  bill  implies  a  shifting  of  the 
assumption  of  ownership  of  credit,  at  the  moment  of  its  creation,  from  private 
hands  to  the  government  as  representing  the  industrial  community  of  the 
Nation.  It  assumes  that  real  credit  is  a  correct  estimate  of  the  Nation's  collec- 
tive capacities  to  produce  and  deliver  wanted  goods ;  that  financial  credit  is  the 
reflection  of  this  real  credit  in  symbols  of  value,  and  that  these  symbols  belong 
to  the  people  who  are  the  owners  of  real  credit.  This  conception  is  unequivo- 
cally opposed  to  debt  as  the  condition  of  primary  credit  issuance.  Hence,  it 
makes  the  issuance  of  certificates  of  national  credit,  as  provided  in  the  bill, 
conform  directly  to  successive  estimates  of  the  capacity  of  the  industries  and 
people  of  the  United  States,  as  determined  by  official  indexes. 

Aside  from  the  system  of  debt  creation  which  conditions  credit  issuance,  the 
permanent  financial  tendency  which  induces  periodic  depressions  is  revealed  in 
the  time-lag  of  payments  from  the  industrial  system  into  consumption.  Tech- 
nological advance  continuously  increases  the  percentage  of  indirect  payments 
on  account  of  overhead  at  the  expense  of  a  continuously  shrinking  percentage 
of  direct  payments  on  account  of  wages  and  salaries.  Industry  manufactures 
goods  and  services  but  does  not  manufacture  their  equivalent  in  money.  The 
chronic  and  growing  inefficiency  in  distribution  of  money  payments  to  individ- 
uals is  regarded  by  the  bill  as  requiring  continuous  correction  through  a  na- 
tional credit  dispensation,  in  order  to  expand  income  payments  in  proportion 
to  the  continuous  expansion  of  productive  capacity  through  improvement  of 
applied  science  and  the  arts. 

The  bill  proposes  two  measures  to  effectuate  its  policy.  These  are  a  dis- 
count on  prices  to  consumers  at  retail,  and  a  monthly  national  consumers' 
dividend.  They  are  both  supported  by  the  issuance  of  certificates  of  national 
credit. 

The  retail  discount  is  an  effective  mechanism  for  equating  the  income  of  the 
consumer  public  to  the  capacity  of  the  Nation  to  produce  wanted  goods  ami 
services. 

During  the  first  3  months'  period  the  retail  purchaser  will  buy  his  supplies 
and  services  for  individual  and  family  consumption  at  a  discount  of  25  percent 
of  retailer's  price;  thereafter,  according  to  the  disccunt  formula  prescribed  in 
the  bill.  The  retail  discount  rate  is  determined  as  the  percentage  which  the 
unused  productive  capacity  of  the  Nation  bears  to  its  total  productive  capacity. 
Unused  productive  capacity  is  reckoned  as  the  difference  between  total  con- 
sumption and  productive  capacity. 

The  retail  discount  may  be  dispensed  by  any  department  store,  mail-order 
house,  individual  shop,  or  any  seller  of  goods,  including  dwellings,  or  services 
to  ultimate  consumers  for  their  individual  and  family  use  and  not  for  resale, 
provided  that  the  seller  shall  have  contracted  with  the  Secretary  of  the  Treasury 
to  abide  by  such  regulations  as  to  cost  accounting,  fair  trade  practices  and 
professional  ethics  as  shall  be  prescribed  by  existing  trade  and  professional 
associations  or  other  agencies  authorized  by  law. 

Thus  protected  in  his  purchases  of  goods  subject  to  benefit  of  the  discount, 
the  purchaser  finds  the  same  protection  in  his  purchase  of  services  for  indi- 
vidual and  family  consumption.  He  buys  his  railway,  bus,  and  street  car 
transportation  tickets  and  Ids  theater  tickets  at  the  current  discount.  He 
pays  his  family  bills  to  the  electric  light  and  telephone  companies,  to  doctor  or 
hospital,  to  the  private  school,  and  his  monthly  rental  to  the  landlord  with 
benefit  of  the  discount.  If  he  buys  a  home,  that,  too,  is  subject  to  current 
discount  as  the  payments  are  made. 
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Inasmuch  as  the  purchaser  will  not  know  whether  the  next  succeeding 
discount  rate  will  be  as*  favorable  as  the  current  discount,  he  will  have  a 
constant  incentive  to  take  advantage  of  the  current  discount  by  making  all 
possible  purchases  while  the  discount  is  in  operation;  this  obviates  the  neces- 
sity of  "buy  now"  campaigns,  as  it  assures  continuously  quick  turnover  of 
goods  and  services  in  trade. 

Upon  application  of  the  retail  discount  real  wages  are  horizontally  raised 
throughout  the  Nation. 

The  purchasing  power  of  the  farmers  is  horizontally  raised  by  application 
of  the  discount. 

The  purchasing  power  of  all  receiving  business  profits,  dividends,  rental 
receipts,  yields  on  securities  to  private  investors,  and  so  on,  is  horizontally 
raised  by  application  of  the  discount. 

An  immediate  and  horizontal  rise  in  the  standard  of  living  for  all  individuals 
receiving  wages,  salaries,  profits,  and  dividends,  is  accomplished  by  the  dis- 
count on  retail  price. 

It  seems  obvious  that  as  the  new  volume  of  credit  money  comes  into  play 
in  the  form  of  actual  consumer  demand,  the  unused  facilities  of  industry  shall 
compete  by  the  added  flow  of  goods  and  services  in  response  to  new  orders  in  a 
manner  to  prevent  an  inflationary  rise  of  the  price  level.  In  order  to  avoid 
too  sudden  expansion,  the  bill  provides  that  the  retail  discount  rate  shall  not 
be  advanced  by  a  figure  of  more  than  5  percent  in  any  period. 

As  the  credit  is  applied  at  that  point  where  the  total  costs  of  the  industrial 
process  are  summed  up  in  the  final  price  to  consumers  it  gives  financial  sup- 
port to  the  entire  structure  of  industry  and  is  rapidly  passed  back  in  an 
augmented  volume  of  repeat  orders  to  wholesalers,  manufacturers,  and  prime 
producers. 

This  direct  financing  of  industry  by  means  of  augmenting  consumer  demand, 
instead  of  by  means  of  production  credit,  has  the  advantage  of  primary 
application  only  to  goods  and  services  actually  purchased.  Only  after  the 
goods  are  sold,  demonstrating  the  actual  demand  of  the  public  and  only  after 
the  retail  price  level  has  been  subjected  to  the  discount,  thus  enriching 
instead  of  diluting  the  purchasing  power  of  existing  money  in  circulation,  is 
the  expansion  of  credit  made.  When  it  is  issued  it  is  in  reimbursal  to  the 
retailers  of  the  discount  already  incurred  by  them,  and  it  is  measured  against 
the  new  flow  into  trade  of  goods  and  services  in  a  manner  to  hold  the  price 
level  stable. 

In  order  to  compensate  retailers  for  their  disbursal  of  the  retail  discount, 
the  banks  are  directed  to  accept  vouchers  evidencing  sales  at  the  discounted 
price,  and  to  create  credit  to  the  account  of  the  retailers  in  the  amount  of  the 
discounts  which  they  have  granted  to  consumers. 

The  Government  directs  the  banks  to  create  this  credit;  the  Government 
docs  not  derive  the  money  to  reimburse  retailers  out  of  taxes.  When  the 
banks  have  issued  the  necessary  credit  to  the  retailers,  the  banks,  in  turn, 
are  reimbursed  for  the  demand  deposits  which  they  have  allowed,  by  the 
issuance  to  them  of  a  like  amount  of  Treasury  credit  certificates.  Such 
certificates  are  based  on  the  national  credit  account,  and  the  national  credit 
account  depends  upon  the  estimate  of  unused  industrial  and  trade  capacity. 

Such  Treasury  credit  certificates  are  warrants  to  the  banks  to  issue  a 
Government  credit  to  the  retailers.  So  far  as  the  banks  are  concerned,  the 
credit  is  more  sound  than  the  securities  customarily  used  as  a  warrant  for  the 
issuance  of  credit  represented  by  private  loans.  This  is  true  because  under 
the  bill  they  are  legel  tender  between  all  banks  in  settlement  of  interbank 
balances,  and  in  physical  actuality  they  are  backed,  dollar  for  dollar,  in  goods 
and  services. 

NATIONAL  CONSUMERS'  DIVIDEND   (TITLE  Ii 

Inasmuch  as  many  millions  of  the  American  people  are  bereft  of  purchasing 
power  wherewith  to  take  advantage  of  the  retail  discount,  an  emergency  reason 
exists  for  devoting  part  of  the  issuance  of  Treasury  credit  certificates  to  a 
national  consumers'  dividend.  This  is  provided  for  in  section  8  of  the  bill.  Five 
dollars  monthly  is  to  be  paid  to  each  citizen  during  the  period  of  1  year.  The 
bill  contemplates  the  permanent  employment  of  this  method  of  augmenting 
consumers'  purchasing  power  and  provides  that  it  shall  never  amount  to  less 
than  5  percent  of  the  national  credit  account,  i.  e.,  the  monetization  of  our 
unused  industrial  facilities. 
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If  applied  alone,  the  provision  for  the  national  consumers'  dividend  might  be 
inflationary;  but  if  apportioned  during  the  application  of  the  retail  discount, 
the  national  consumers'  dividend  would  be  spent  with  all  the  safeguards  pro- 
vided for  price-discount  control  of  the  price  level.  The  recipients  of  the* 
consumers'  dividend  would  thus  find  their  augmented  income  enriched  instead 
of  diluted  in  purchasing  power.  Quickening  of  the  relief  demanded  by  resort 
to  the  national  consumers'  dividend  would  be  accomplished  through  the  incen- 
tive of  spending  the  dividend  in  retail  purchases  with  the  advantage  of  the 
discount.  Recipients  of  the  dividend,  not  knowing  whether  the  retail  discount 
would  be  reduced  or  suspended  in  the  next  succeeding  quarter  year,  would  have 
the  incentive  to  "buy  now",  thus  producing  maximum  employment  of  men 
and  machines. 

The  considerations  involved  in  making  the  national  consumers'  dividend  a 
permanent  provision  relate  to  the  common  societal  heritage  of  education, 
science,  invention,  and  the  arts.  These  considerations  are  identical  with  the 
principle  that  underlies  the  recapture  by  the  public  of  patent  rights.  The 
principle  assumes  that  the  societal  heritage  handed  down  from  past  genera- 
tions is  justly  apportioned  through  national  consumers'  dividends  of  public 
financial  credit  based  on  the  real  credit  of  such  heritage.  The  dividends 
thus  supplement  the  wage  system  which  suffers  an  accelerating  shrinkage 
as  a  means  of  distributing  consumer  purchasing  power,  due  to  the  substitution 
of  power  for  human  labor. 

FEDERAL  CREDIT  COMMISSION    (TITLE  II) 

The  provision  of  a  nonpartisan  Federal  credit  commission  appointed  by  the 
President  with  the  advice  and  consent  of  the  Senate,  is  in  pursuance  of  the 
proposed  assertion  by  Congress  of  its  exclusive  constitutional  power  to  create 
money  and  regulate  the  value  thereof.  In  consequence  of  the  growth  of  the 
credit  system,  regulation  of  the  value  of  money  has  been  accomplished  chiefly 
through  credit  issues,  which  constitute  the  medium  of  exchange  for  nine- 
tenths  of  business  transactions. 

When  the  Constitution  was  adopted,  the  framers  created  a  system  of 
checks  and  balances  in  order  to  insure  the  retention  of  real  democracy.  They 
instituted  the  judicial,  the  legislative  and  the  executive  branches  of  govern- 
ment. If  at  the  time  of  the  adoption  of  our  Constitution  conditions  had  been 
what  they  are  today,  the  framers  might  well  have  established  a  fourth  in- 
dependent branch  of  government  for  the  control  of  credit,  and  they  might  have 
indicated  generally  the  purposes  for  which  that  control  was  to  be  used. 

The  provision  for  the  Federal  Credit  Commission  establishes  a  body  which 
is  independent  of  any  extraneous  influence  whatsoever.  It  can  determine 
impartially  the  real  facts  of  production  and  consumption.  It  is  upon  these 
facts  that  any  sound  monetary  system  must  be  based.  If  the  action  of  the 
commission  can  be  diverted  by  financial,  political,  or  sectional  interests  the 
whole  aim  of  the  bill  would  be  defeated.  If  Congress  asserts  its  power  over 
initial  credit  issues  owned  by  the  people  as  the  chief  part  of  their  money  sys- 
tem, and  without  the  implication  of  debt  which  private  issuance  would  entail, 
it  becomes  of  prime  consequence  that  such  publicly  owned  credit  should  be 
proportioned  to  the  underlying  real  credit  of  the  community.  Such  real  credit, 
as  defined,  consists  in  the  collective  capacities  of  the  community  to  produce 
wanted  goods  and  services.  The  credit  issues,  therefore,  must  be  made  upon 
accurately  kept  records  of  real  credit. 

On  this  account  the  Federal  Credit  Commission  is  constituted  and  charged 
with  the  duty  of  maintaining  a  statistical  bureau  to  collect  and  coordinate  the 
facts  of  real  credit  and  to  declare  the  retail  discount  credit  upon  the  facts 
determined.  Upon  the  determination  of  facts  the  Secretary  of  the  Treasury 
depends  in  graduating  the  successive  issues  of  credit  certificates. 

The  constitution  of  the  Federal  Credit  Commission  follows  the  framework 
already  adopted  for  the  nonpartisan  tariff  commission.  In  view  of  the  func- 
tion of  the  credit  commission  it  might  well  be  provided  that  commissioners,, 
before  assuming  office,  dissociate  themselves  from  private  financial  interests. 

NATIONAL  CREDIT  ACCOUNT 

One  of  the  most  important  functions  of  the  Federal  Credit  Commission  is 
to  establish  and  maintain  the  national  credit  account  which  is  the  basis  for 
the  issuance  of  the  national  credit  certificates.    Such  credit  certificates  are  the 
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formal  warrant  to  the  banks  for  issuing  the  credits  necessary  to  finance  the 
retail  discount  and  the  national  consumers'  dividend.  Tins  bill,  section  202, 
bases  the  national  credit  account  upon  the  unused  capacity  of  the  industries 
and  people  of  the  United  States  for  the  production  of  wanted  goods  and  serv- 
ices. It  makes  the  national  credit  account  a  matter  of  yearly  computation 
and  provides  that  at  the  end  of  each  year  the  amount  of  the  national  credit 
account  which  shall  not  have  been  drawn  upon  in  that  year  shall  be  written  off. 

NATIONAL  CREDIT  CERTIFICATES  AND  FRACTIONAL  RESERVES    (TITLE  III) 

In  this  title  the  financial  mechanism  is  provided  to  validate  the  previous 
provisions  of  the  bill.  It  provides  first  for  the  issue  of  national  credit  certifi- 
cates throughout  the  banking  system  to  cover  the  disbursements  authorized. 
They  are  issued  as  specific  credit  instruments,  or  warrents,  to  the  banks  to 
enable  them  to  expand  credit  (i.  e.,  the  circulating  medium  in  the  form  of 
bank  deposits)  under  definite  limits  provided  in  the  bill.  They  authorize  the 
banks  to  issue  buying  power,  and  are  based  upon  the  value  of  the  production 
that  they  evoke.  In  this  respect  they  resemble  the  conventional  credits  which 
the  banks  now  issue  for  their  own  account  for  production  for  which  they 
fiigure  there  will  be  effective  demand.  But  the  credit  base  is  national  pro- 
duction that  is  unused,  not  private  credit  represented  by  fractional  reserves. 

The  duty  of  measuring  the  volume  of  this  credit,  by  strict  statistical  methods, 
aud  designating  the  amount  that  can  be  safely  set  up  in  the  national  credit 
account,  and  also  the  amount  that  should  be  issued,  is  assigned  to  the  Federal 
Credit  Commission. 

The  certificates  are  issued  in  such  denominations  as  circumstances  dictate. 
They  circulate  through  the  banking  system  in  exactly  the  same  proportion  as 
the  deposits  to  which  they  give  rise  circulate  among  the  people  of  the  Nation. 
•  In  other  words,  the  provision  of  the  national  credit  certificates  is  to  give 
public  warrants  to  the  banks  to  do  what  they  are  now  doing  without  warrant 
save  the  warrant  of  custom,  namely,  create  demand  bank  deposits. 

Only  in  this  case  the  warrant  is  not  to  create  demand  bank  deposits  to1  loan. 
It  is  to  create  such  deposits  to  be  paid  to  the  retailers,  reimbursing  them  for 
having  already  given  to  the  people  as  consumers,  equivalent  sums  as  discounts 
on  retail  price  of  goods  and  services.  <* 

Thus  the  national  credit  certificates  are  warrants  to  the  banks  to  create 
and  pay  to  the  people,  through  the  agency  of  retail  distributors,  demand  bank 
deposits  based  on  the  unused  capacity  of  industry  to  produce  and  deliver 
wanted  goods.  The  certificates  are  issued  only  after  the  goods  are  bought  in 
volume  sufficient  to  draw  upon  such  unused  capacity  through  the  retail  discount. 

The  method  by  which  the  national  credit  certificates  would  circulate  as 
deposit  warrants  in  the  banking  system,  is  as  follows:  Let  us  suppose  that  a 
commercial  bank  has  10  deposit  customers  who  dispense  the  retail  discount  to 
their  customers  in  sums  evidenced  by  the  sales  discount  vounchers  which  they 
bring  in.  duly  executed  on  forms  provided  by  the  Secretary  of  the  Treasury. 

Settlements  for  these  sums  disbursed  as  discounts  to  consumers  are  made  by 
the  commercial  banks  receiving  from  the  Treasury  the  equivalent  of  such  sums 
in  national  credit  certificates. 

The  certificates  then  constitute  warrants  to  enter  a  new  deposit  to  the 
account  of  each  customer,  according  to  the  sums  of  his  sales-discount  vouchers. 

On  February  1,  let  us  say,  the  10  customers  of  the  bank  deposit  $10,000 
cash,  and  $2,000,  in  discount  vouchers.  The  bank  credits  each  cus  omer  with 
his  cash  deposit,  as  usual,  and  it  then  credits  his  account  with  his  proportion 
of  the  $2,000,  that  is  represented  by  the  sum  of  his  discount  vouchers  turned  in. 

The  bank  then  charges  the  national  credit  certificate  account  with  the  amount 
if  the  extra  deposit  on  receipt  of  the  discount  vouchers. 

The  bookkeeping  side  of  the  transaction  is  simply  this:  The  bank  calls  for 
and  receives  from  the  United  States  Treasury,  through  its  reserve  bank  or 
other  agency  $2,000  in  national  credit  certificates.  It  credits  receipt  of  these 
certificates  to  its  National  Credit  Certificate  Account.  Then  it  enters  the  same 
sum,  as  distributed  to  the  accounts  of  its  10  customers,  as  a  charge  on  the 
bank's  general  ledger  deposits  account. 

Thus  the  sum  of  the  customers'  deposit  accounts  will  be  increased  by  $2,000. 
The  national  credit  certificate  account  is  then  in  balance.  Also  the  general 
ledger  deposits  account  is  in  balance  with  all  customers'  accounts. 

When  a  commercial  bank  has  an  adverse  clearing  house  balance1,  which  it 
would  have  to  pay  in  currency  (or  a  check  on  its  Federal  Reserve  balance),  it 
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may  settle  in  part  with  national  credit  certificates,  under  the  terms  of  the 
bill.  The  settlement  by  means  of  the  certificates  would  be  in  exactly  the  same 
proportion  as  the  total  of  the  certificates  which  the  commercial  bank  holds 
bears  to  its  total  customer  deposits.  This  is  because  a  new  volume  of  trade 
is  being  bandied,  with  the  certificates  in  like  proportion. 

The  clearing  house  is  instructed  to  receive  such  certificates  in  part  settlement 
of  the  adverse  balance,  and  will  distribute  them  to  the  banks  that  have  favorable 
balances,  in  the  same  proportion  pro  rata. 

A  commercial  bank  having  a  favorable  balance  with  its  clearing  house 
receives  national  credit  certificates  in  settlement,  in  the  same  relative  propor- 
tion to  its  total  favorable  balances  that  the  total  certificates  received  by  the 
clearing  house  bear  to  the  total  of  all  settlements  made. 

Such  banks,  on  receiving  the  certificates,  treat  them  exactly  as  though  they 
had  been  received  from  the  Treasury,  and  credit  their  accounts  in  the  same 
proportion  as  the  amount  of  the  certificates  so  received  bears  to  the  total 
sum  received  from  the  clearing  house  for  account  of  their  depositors. 

The  regulations  should  state  that  the  national  credit  certificates  shall  not 
be  used  for  settlement  of  specific  transactions  between  banks  involving  their 
own  funds.  Nor  shall  they  be  used  as  backing  for  loans,  or  for  the  expansion 
of  private  extensions  of  credit  in  any  form.  They  are  to  be  used  only  in 
settlement  of  interbank  balances  for  account  of  their  depositors  as  provided 
in  the  act. 

Failure  to  observe  such  provisions  would  constitute  a  misdemeanor  punishable 
by  fine  and  imprisonment,  as  provided  in  the  act. 

CREDIT  CERTIFICATE  RETIREMENT  FUND  (TITLE  IV) 

The  retail  discount  and  the  national  consumers'  dividend  eliminate  the 
arbitrary  contraction  of  money.  Title  IV,  the  credit  certificate  retirement  fund, 
is  inserted  for  the  purpose  of  preventing  the  undue  expansion  of  money.  The 
fund  is  established  for  the  purpose  of  retiring  the  treasury  credit  certificates 
which  have  been  used  to  finance  the  retail  discount  and  the  consumers' 
dividend.  It  is  provided  that  one-fourth  of  the  national  revenue  in  each  fiscal 
year,  over  and  above  the  amount  required  to  balance  the  normal  budget  estimate 
for  that  year  be  set  aside  for  this  purpose.  It  is  anticipated  that  there  will 
be  surplus  revenues  derived  from  the  revival  of  taxable  values  incident  upon 
the  resumption  of  industry  and  trade  approximately  at  full  capacity. 

During  the  so-called  prosperous  years,  1922-29,  the  national  revenues 
sufficed  to  balance  the  budget,  and  without  increase  of  the  rate  of  taxation,  to 
produce  a  surplus.  This  surplus  was  used  to  retire  billions  of  Federal  Govern- 
ment bonds.  This  was  accomplished  despite  the  fact  that  the  capacity  of 
industry  was  not  nearly  drawn  upon  during  the  period  in  question.  It  seems 
probable,  therefore,  that  a  method  of  drawing  upon  industry  by  augmentation 
of  purchasing  power  commensurate  with  full  capacity  of  production,  would  yield 
a  surplus  even  more  bountiful  than  in  1922-29. 

In  addition  to  the  use  of  this  retirement  fund  by  the  Secretary  of  the  Treas- 
ury in  order  to  prevent  an  unduly  expanded  monetary  condition,  added  mea- 
sures are  included  which  may  be  availed  of,  in  the  discretion  of  the  President, 
to  prevent  an  inflationary  rise  of  the  general  price  level. 

The  President  may  reduce  the  current  retail  discount  rate.  He  may  sus- 
pend operation  of  the  retail  discount.  He  may  even  establish  a  negative  retail 
discount  rate,  not  to  exceed  20  percent,  except  upon  foodstuffs,  clothing,  house- 
hold fuels,  dwellings,  and  rentals  of  dwellings. 

Such  discretionary  measures  constitute  a  "club  behind  the  door"  not  to  be 
wielded,  of  course,  save  in  the  extraordinary  contingency  that  the  regular  brakes 
upon  inflation  shall  for  any  reason  prove  insufficient.  These  regular  brakes 
are  (1),  the  requirement  that  no  credits  shall  be  created  save  upon  a  demon- 
stration that  there  is  a  margin  of  unused  industrial  capacity  whereon  to  base 
such  credit;  and  (2),  that  the  credit  be  restricted  to  such  margin  of  unused 
capacity  at  least  20  percent  below  full  capacity. 

Mr.  Goldsborough.  Now,  you  may  proceed  in  your  own  way,  sir. 
Mr.  Brown.  I  won't  read  this  statement  now. 
Mr.  Goldsborough.  That  is  up  to  you,  sir. 

Mr.  Brown.  I  won't  take  the  time  of  the  committee  to  do  that. 
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The  way  that  the  monetary  problem  came  to  my  attention  was  not 
in  an  academic  way,  but  in  a  practical  way  in  representing  clients. 
I  found  during  the  war,  and  soon  after  it,  that  knitting  machines 
from  Germany,  which  they  were  buying  at  $10,000,  we  appraised  at 
the  equivalent  of  $300  in  German  paper  marks.  Also  during  the 
war,  when  the  various  foreign  countries  went  off  gold  and  issued 
paper,  the  situation  may  be  illustrated  by  the  case  of  Italy.  They 
exchanged  the  paper  lira  at  66%  percent  of  the  gold  value  and 
accordingly  American  importers  had  to  pay  50  percent  more  for 
Italian  goods.  When  the  goods  came  over  here,  after  paying  the  50 
percent  more  in  paper  lira,  they  were  required  on  the  increased  num- 
ber of  lire  to  pay  duty  on  the  basis  of  the  gold  valuation.  In  other 
words,  in  both  ca^es,  working  both  ways,  it  became  evident  that 
money  had  no  relation  whatever  to  the  real  value  of  the  goods,  and 
since  that  time  I  have  been  somewhat  of  a  student  of  our  monetary 
situation. 

I  was  very  glad  to  hear  Mr.  Goldsborough  quote  Senator  Owen  in 
referring  to  what  has  been  done,  because  I  know  that  the  passing 
of  laws  is  futile  unless  there  is  a  basis  in  popular  understanding,  a 
desire,  and  there  has  been  such  a  change. 

I  well  remember  many  years  ago  when  I  was  a  young  man,  when 
Mr.  Dooley  was  alive,  if  I  may  say  so,  when  we  spoke  of  inflation 
we  spoke  of  the  relation  of  paper  money  to  gold,  but  today  we  do 
•not  think  of  that  at  all.  The  level  of  our  thinking  has  changed. 
We  think  of  check  money  in  its  relation  to  goods.  Is  is  going  to 
cause  an  inflationary  rise  in  prices?  And,  as  Senator  Owen  has 
so  ably  pointed  out,  it  is  on  that  level  of  thinking  that  we  are 
progressing. 

Now,  I  believe  that  this  bill  represents  a  further  advance.  There 
have  been  attempts,  but  partial  attempts,  and  it  seems  to  me  that 
this  bill  accomplishes  what  we  want,  that  is,  a  direct  relation  between 
money  and  our  goods  and  services.  That  must  be  a  stable  relation, 
of  course,  but  to  my  mind  at  the  present  time  the  difficulty  is  not  so 
much  an  inability  to  secure  stability  as  it  is  that  there  is  no  relation 
at  all. 

Of  course,  the  value  of  the  dollar  cannot  be  stable  if  we  do  not 
consider  in  any  way  the  products  manufactured  and  consumed  by 
the  community. 

Now,  in  order  to  effect  this  relationship,  the  bill  proceeds  in  two 
ways.  First  it  abolishes  the  fractional  reserve  system.  What  does 
that  mean  ?  It  means  that  it  eliminates  any  possibility  of  the  private 
manufacture  of  money,  which  private  manufacture  is  a  direct  con- 
travention of  the  mandate  of  the  Constitution,  which  places  the 
right  to  coin  money,  that  is,  create  money,  in  the  hands  of  Congress, 
and  which  also  gives  Congress  the  power  to  regulate  its  value.  The 
question  of  value  has  recently  been  passed  upon  by  the  Supreme 
Court,  and  they  took  the  view  that  value  did  not  mean  metallic 
content,  necessarily.  Of  course.  Congress  can  change  the  metallic 
content  of  the  dollar,  but  the  Court  took  the  very  forward  looking 
view  that  the  value  of  the  dollar  was  its  purchasing  power,  and,  with 
that  in  mind,  the  possibilities  under  this  bill  are  well  within  the 
power  of  actualization. 
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Aside  from  the  destruction  of  the  power  of  the  banks  to  issue 
money,  make  loans,  and,  as  a  byproduct,  manufacture  money  on  the 
basis  of  fractional  reserves,  the  bill  attacks  the  problem  in  another 
way,  a  more  indirect  way,  but  no  less  effective,  and,  to  my  mind,  more 
advantageous  directly  to  the  community.  That  is,  at  the  present 
time,  on  a  10-percent  base,  the  banks  manufacture  money  when  they 
make  loans ;  that  is,  they  create  deposits.  Those  deposits  are  drawn 
upon  by  check,  and  the  money  goes  into  circulation  in  the  community. 

That  is  well  enough,  I  think,  if  the  proper  money  is  created,  but 
the  tragedy  is  that  when  the  loan  is  recalled,  the  money  of  the  com- 
munity is  destroyed  when  the  bank  deposits  are  destroyed.  That 
was  well  pointed  out  by  Mr.  Eccles  in  his  testimony  on  the  Banking 
Act  of  1935.  He  said  that  under  the  present  system,  the  withdrawal 
of  bank  loans  inevitably  destroys  the  money  of  the  people,  and  that 
that  has  to  be  restored  by  public  borrowing. 

Now,  if  you  admit  that  the  only  way  to  manufacture  money  is  to 
manufacture  it  as  a  byproduct  of  borrowing,  that  is  absolutely  true, 
that  statement,  but  in  this  bill  another  way  of  manufacturing  money 
is  provided,  more  efficient  and  cheaper  than  the  way  which  we  now 
use.  By  this  method  we  do  not  necessarily  destroy  the  power  of 
the  banks  to  create  money  by  making  loans,  but  we  make  it  abso- 
lutely impossible  that  when  the  bank  recalls  that  loan,  it  can  destroy 
the  money  of  the  people.  In  other  words,  as  bank  loans  are  recalled 
and  consumption  necessarily  diminishes,  this  bill  provides,  and 
entirely  on  an  impersonal  basis,  on  a  strictly  scientific  and  automatic 
basis,  that  the  money  recalled,  destroyed  by  the  recall  of  loans,  shall 
be  replaced  by  the  issue  of  credits  directly  to  the  consumer,  financed 
by  Treasury  credit  certificates,  as  Mr.  Harve}^  has  explained  this 
morning. 

The  method  of  introducing  these  credits,  as  Mr.  Goldsborough  has 
said,  is  by  means  of  a  retail  discount.  A  retail  discount  of  25  per- 
cent, which  is  proposed  in  this  bill  initially,  is  equivalent  to  a  raise  in 
the  real  value  of  wages  of  33%  percent,  and  the  application  of  a 
retail  discount  is  more  general  in  its  effect,  more  equitable,  than  an 
increase  of  the  wages  of  the  working  man,  because,  after  all,  at 
the  present  time  we  as  a  society  have  to  think  of  somebody  besides 
the  working  man.  That  is,  we  say  to  a  man  today,  "If  you  do  not 
work,  you  will  starve",  and  then  we  do  not  have  any  work  for  him  to 
do.  What  is  a  human  being  to  do  under  such  a  situation? 

This  bill  implicitly  recognizes  that  condition,  because  it  issues 
credits  to  the  community  as  a  whole.  We  are  all  consumers;  we  all 
need  food,  clothing,  and  shelter,  whether  we  are  working  or  not,  and 
therefore  the  retail  discount  increases  not  only  wages,  but  it  increases 
the  buying  power  of  the  community,  and  the  bill  contemplates  that 
that  situation  may  be  developed  further,  because  it  provides  also 
what  is  called  a  national  dividend,  that  is,  a  payment  to  all  citizens 
of  $5  a  month,  independent  of  purchases,  independent  both  of  wages 
and  of  national  debt,  and  that  can  be  used  to  supplement  those 
means  which  we  now  have  of  distributing  purchasing  power. 

Title  II  of  the  bill  deals  with  the  Federal  Credit  Commission, 
which  is  established  by  the  bill  on  the  lines  of  the  present  Tariff 
Commission.  It  is  an  impartial  body,  and  we  can  have  a  supreme 
court  of  credit. 
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I  have  always  said  that  if  credit  had  been  at  the  time  of  the  found- 
ing of  our  Constitution  the  power  which  it  is  now,  the  framers  of  our 
Constitution,  in  balancing  the  powers  of  the  Government,  would 
have  instituted  not  three  but  four  branches — legislative,  judicial,  ad- 
ministrative, and  credit  control,  so  important  it  is.  As  a  matter  of 
fact,  though,  they  instituted  only  the  three,  and  gave  the  control  of 
credit  to  Congress. 

Under  the  decisions,  Congress  can  delegate  its  power,  if  it  fur- 
nishes the  criterion  by  which  that  power  is  to  be  exercised. 

I  have  watched  very  closely  the  money  bills  that  have  been  before 
Congress,  and  never  before  have  I  seen  a  definite  statement  of  what 
the  criterion  of  the  credit  policy  may  be.  This  bill  delegates  the 
power  of  Congress  to  a  Federal  commission,  and  lays  down  con- 
cretely the  rules  under  which  that  power  is  to  be  exercised. 

The  third  title  of  the  bill  deals  with  the  actual  financial  operation 
of  these  Treasury  credit  certificates,  which  are  warrants  to  issue 
credit.  It  is  supposed  at  the  present  time  that  a  bank  issues  credit 
upon  security.  It  does  not.  You  can  go  to  a  bank  with  security,  and 
they  want  to  make  you  a  loan  only  if  you  can  show  that  you  can  pro- 
duce certain  goods,  and  have  an  ample  supply  of  labor  to  do  that, 
and  that  the  goods  can  be  consumed,  that  is,  that  the  manufacturer 
has  orders  or  orders  in  prospect.  In  other  words,  bank  loans  at  the 
present  time,  in  their  last  analysis,  are  made  upon  the  ability  of  the 
community  to  produce  goods  and  services  and  to  consume  them,  use 
them,  and  the  security  is  the  legal  warrant  for  issuing  the  credit. 
It  is  not  the  core  or  the  basis  of  issuing  the  credit. 

Now,  our  Treasury  credit  certificates  are  warrants,  but  the  basis 
of  the  issuance  of  credit  is  not  a  warrant.  It  is  the  ability  of  the 
community  to  produce  goods  arid  consume  them,  and  that  basis  is 
made  absolute  by  this  bill,  because  the  retail  discount,  which  is  the 
main  source  of  the  issuance  of  credit,  is  issued  only  after  the  goods 
have  actually  been  sold.  In  other  words,  we  have  an  absolute  demon- 
stration of  the  production  and  consumption  of  goods. 

There  is  an  act  of  faith  here,  because  of  the  assuming  that  if  the 
merchant  can  dispose  of  the  goods  on  his  shelves  he  will  send  orders 
back  through  the  jobbers  to  the  manufacturer,  the  primary  producer. 
I  do  not  think  that  that  faith  is  ill-considered,  and  I  won't  talk  more 
about  the  Treasury  certificates,  because  their  mechanism  has  been 
very  clearly  put  before  you  by  Mr.  Harvey. 

I  should  like  to  say  a  word  before  I  close,  however,  about  title 
IV  of  the  bill.  The  bill,  in  the  first  place,  states  as  the  policy  of 
Congress  not  only  to  insure  the  necessary  expansion  of  credit,  but 
to  prevent  the  undue  expansion,  and  that  is  what  title  IV  accom- 
plishes. You  know  that  if  there  is  too  much  money  in  the  country, 
it  is  very  easy  to  reduce  the  amount  by  taxation.  The  bill  contem- 
plates, in  the  first  place,  that  our  existing  taxes  should  be  used  for 
that  purpose.  That  is,  from  1922  to  1929,  the  taxes  were  in  excess 
of  our  expenditures,  and  the  national  debt  was  largely  decreased. 
This  bill  provides  that  a  portion  of  the  excess  which  we  may  hope  for 
on  the  revival  of  trade  and  industry  should  be  applied  to  the  retire- 
ment of  these  Treasury  warrants. 

In  the  second  place,  if  that  is  not  sufficient,  the  bill  provides  that 
if  there  is  too  much  money  in  the  country,  evidenced  by  an  inflation- 
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ary  rise  in  prices,  a  sales  tax  may  be  applied.  It  is  not  necessary  to 
have  a  sales  tax.  I  believe  myself  in  a  sales  tax,  but  many  people 
think  that  a  graduated  income  tax  is  fairer.  That  is  a  matter  of 
detail,  however. 

Finally,  the  bill  gives  the  authority  to  the  President,  if  there 
should  be  continued  inflation,  to  declare  a  reduction  of  the  retail 
discount  and,  except  for  necessities,  he  may  even  establish  a  negative 
discount  which  amounts  to  a  sales  tax. 

I  do  not  myself  believe  that  those  measures  are  necessary,  except 
in  the  case  of  a  gross  miscalculation  or  a  physical  catastrophe,  that 
limits  our  productive  power,  but,  in  any  case,  it  is  there. 

That  is  a  complete  answer  to  inflation.  I  do  not  believe  that  this 
bill  has  anything  to  do  with  inflation,  because  at  the  present  time 
we  always  have  inflation  or  deflation,  that  is,  an  expansion  of  money 
for  financial  reasons,  only  by  chance  connected  with  our  real  eco- 
nomic fuction,  or  we  have  deflation  or  the  contraction  of  money  at 
the  will  of  private  financial  interests,  but  under  this  bill  money  will 
rise  and  fall  with  the  increase  and  decrease  of  production  and 
consumption. 

That,  I  think,  is  the  essential  thing  in  this  problem.  It  will  elimi- 
nate all  question  of  an  artificial  raising  of  prices  to  a  certain  level, 
when  we  thought  that  we  were  prosperous,  for  instance,  because  such 
a  method  proceeds  on  the  theory  that  our  actual  life  must  be  governed 
and  directed  by  money.  This  bill  makes  money  not  the  director  of 
our  activity,  but  it  makes  it  the  reflector  of  our  activity  and  prevents 
it  from  destroying  that  activity. 

Mr.  Goldsborough.  Are  you  through  for  the  present? 

Mr.  Brown.  Yes. 

QUESTIONS 

Mr.  Goldsborough.  Mr.  Brown,  the  purpose  of  this  bill,  as  you 
understand  it,  is  an  endeavor  to  get  maximum  production  of  wanted 
goods  and  services  to  people,  is  it  not  ? 

Mr.  Brown.  Yes;  it  is. 

Mr.  Goldsborough.  Make  a  maximum  distribution  of  the  actual 
and  potential  producing  power  of  the  country  in  wanted  goods  and 
services  ? 

Mr.  Brown.  That  is  the  only  way  that  you  can  accomplish  pro- 
duction. If  you  have  mass  production,  you  have  to  have  mass  con- 
sumption. 

Mr.  Goldsborough.  Now,  then,  I  want  to  ask  you  this :  Until  you 
have  achieved  that  end,  how  can  you  have  inflation  ? 

Mr.  Brown.  You  cannot  possibly  have  inflation  until  you  have 
achieved  that  end.  If  industry  is  operating  on  a  30-percent  basis, 
and  there  are  15,000,000  men  unemployed,  you  cannot  possibly  have 
inflation  unless  it  is  impossible  to  feed  those  men  or  to  utilize  the 
unused  70-percent  capacity  of  industry.  In  such  case  the  way  to 
do  is  not  to  try  to  reemploy  the  unemployed,  but  just  kill  them 
offhand. 

Mr.  Goldsborough.  Mr.  Brown,  there  has  been  a  good  deal  of  mis- 
understanding, I  think,  about  this  sort  of  legislation.  The  question 
is  asked  continuously,  "Where  are  you  going  to  get  the  money  to  pay 
this  discount?"    That  is  one  of  the  first  questions  that  we  are  asked. 
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Now,  as  I  conceive  it,  the  results  of  our  present  system  is  inevitable, 
because  Ave  cannot  do  the  things  in  this  country  with  the  limited 
supply  of  money  that  should  be  done  except  on  the  installment  basis, 
and  what  we  are  doing  in  this  country  is  just  piling  up  continually 
more  debt,  either  public  or  private.  As  I  see  it,  we  are  wasting,  I 
will  say  for  the  purposes  of  illustration,  $70,000,000,000  a  year  of 
potential  productive  power.  If  that  can  be  saved,  do  you  not  visua- 
lize that  the  result  would  be  that,  instead  of  the  supply  of  money 
increasing  to  a  point  where  there  might  be  a  real  inflation  the  first 
thing  that  would  happen  would  be  the  start  of  the  payment  of  public 
and  private  debt? 

Mr.  Brown.  That  would  be  the  beginning. 

Mr.  Goldsborough.  And  the  payment  of  this  public  and  private 
debt  would  absorb  either  in  whole  or  in  very  large  part  this  excess 
over  the  present  supply  of  money  brought  into  existence,  would  it 
not? 

Mr.  Brown.  It  would,  and  as  far  as  it  was  used  to  pay  the  existing 
debt,  the  money  would  not  be  used  for  consumption,  and  what  you 
have  said  illustrates  the  fact  that  even  when  the  public  and  pri- 
vate debts  are  paid,  there  will  not  be  an  overissue  of  money,  be- 
cause the  only  reason  we  issue  money  is  for  actual  consumption. 
We  issue  more  than  can  be  used  for  that  purpose,  because  of  the 
existence  of  the  public  and  private  debt.  With  the  disappearance 
of  that  debt,  the  call  for  what  might  be  called  the  overissue  disap- 
pears. 

Mr.  Goldsborough.  You  were  speaking  of  a  sales  tax.  I  do  not 
know  whether  you  meant  a  general  sales  tax  or  not. 

My  feeling  about  that  situation  is  that  a  general  sales  tax  is 
an  inverted  income  tax,  because  the  burden  of  it  is  borne  by  those 
less  able  to  bear  it.    That  is  my  feeling  about  a  general  sales  tax. 

Now,  I  look  upon  this  method — and  that  is  just  one  way  of 
expressing  it — I  look  at  the  method  employed  in  the  bill  as  an 
inverted  sales  tax,  the  sale  tax  being  a  tax  of  starvation,  this  inverted 
sales  tax  being  a  means  of  plenty. 

Is  that  a  fair  statement? 

Mr.  Brown.  That  is  entirely  a  fair  statement,  because  a  sales  tax 
has  application  primarily  to  the  lowest-income  classes.  It  bears 
more  heavily  upon  them  than  it  does  upon  the  higher-income  classes. 

By  the  same  token,  a  discount  such  as  is  proposed  here  begins 
its  effective  application  with  the  lower-income  classes. 

Mr.  Goldsborough.  That  is  what  I  had  in  mind. 

Mr.  Brown,  we  have  enjoyed  very  much  your  rather  remarkable 
explanation  of  the  concept  of  this  bill,  and  we  thank  you  very 
much,  sir,  for  coming  down  from  New  York  and  appearing  before 
this  committee. 

FRACTIONAL  BANK  RESERVES 

Mr.  Clark.  One  question,  if  I  may. 

With  regard  to  the  fractional  reserves,  the  chairman  this  morn- 
ing, in  reading  Senator  Owen's  summary  of  this  article,  as  I  under- 
stood him,  said  that  under  the  present  Banking  Act  of  1935  the 
Federal  Reserve  Board  had  the  power  to  increase  reserve  require- 
ments up  to  100  percent. 
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Mr.  Ctoldsbo rough.  No;  increase  them  100  percent:  that  is  from 
10  to  20. 

Mr.  Clark.  Oh,  I  see;  from  10  to  20.  Yes;  that  was  my  under- 
standing. 

Now,  do  you  think  that  that  power  in  the  Federal  Reserve  Board 
is  sufficient  to  protect  against  the  evils  of  the  fractional  reserve 

system  ? 

Mr.  Brown.  No;  I  do  not  think  it  is  sufficient  at  all.  If  the 
Federal  Reserve  Board  had  the  right  to  insist  upon  100  percent  re- 
serves, it  might  not  ever  be  necessary  to  use  that  power,  but  the  power 
to  insist  on  that  at  least  is  required  for  a  monetary  system  that  is 
not  mechanized  at  the  will  of  the  financial  interests. 

Mr.  Clark.  As  I  understand  the  bill  that  we  drafted  and  reported 
out,  and  that  passed  the  House,  it  provided  for  a  possible  increase 
of  reserve  requirements  up  to  100  percent. 

Mr.  Goldsborough.  No ;  the  bill  that  we  introduced  did,  but  it  did 
not  get  through  that  way. 

Mr.  Clark.  Yes. 

Mr.  Goldsborough.  The  way  the  Banking  Act  of  1935  was  intro- 
duced in  the  House,  the  provision  read  this  way : 

Notwithstanding  the  other  provisions  of  this  section,  the  Federal  Reserve 
Board,  in  order  to  prevent  injurious  credit  expansion  or  contraction,  may  by 
regulation  change  the  requirements  as  to  reserves  to  be  maintained  against 
demand  or  time  deposits,  or  both,  by  member  banks  in  .any  one  of  the  Federal 
Reserve  districts — 

And  so  forth. 

In'  other  words,  this  committee  attempted  to  give  the  Federal 
Reserve  Board  a  right  to  abolish  fractional  reserves  entirely. 

Mr.  Clark.  Do  you  think,  Mr.  Brown,  that  we  should  abolish  the 
fractional  reserve  system  outright,  or  merely  do  what  we  attempted 
initially  to  do  in  the  1935  act,  to  give  some  board  or  commission  the 
power  to  do  that  ? 

Mr.  Brown.  Well,  there  I  must  speak  my  personal  opinion.  If 
you  can  abolish  fractional  reserves  entirely,  so  much  the  better.  I 
personally  believe,  that  if  free  credits  are  issued  as  contemplated  by 
the  bill,  those  free  credits  will  eventually  take  the  place  of  the  debt 
credit,  so  that  it  does  not  make  any  difference  whether  or  not  you 
have  any  reserve  requirement  at  all. 

Mr.  Clark.  This  theory  of  100  percent  reserves  is  a  comparatively 
recent  thought,  is  it  not,  within  the  last  2  years,  we  will  say  ? 

Mr.  Brown.  Well,  I  should  say  that  it  was  the  original  thought, 
that  it  is  5,000  years  old  at  least,  and  that  the  idea  of  fractional 
reserves  was  simply  a  chance  happening. 

Mr.  Clark.  Did  you  read  the  testimony  of  Irving  Fisher  before 
this  committee  last  year  ? 

Mr.  Brown.  Yes;  I  did. 

Mr.  Clark.  Dr.  Fisher  stated  very  definitely  that  this  idea  of 
100  percent  reserves  had  never  occurred  to  him  before  until  he 
had  read  an  article  by  someone,  just  recently  suggesting  it,  where- 
in  

Mr.  Brown.  When  I  made  this  statement,  I  mean  that  if  I  lend 
you  $5,  I  believe  that  I  must  have  $5  to  lend,  and  I  think  that  that 
was  the  original  concept.  After  that,  they  found  that  if  they  made 
a  business  of  lending  money,  not  all  borrowers  would  demand  their 
money  at  once,  and  so  fractional  reserves  grew  up. 
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I  think  that  Professor  Fisher  may  be  quite  right  in  his  statement 
of  the  contemporary  origin  of  this  concept;  but  I  still  believe  that 
the  only  honest  concept,  the  only  natural  one,  is  a  100-percent  reserve. 

Mr.  Goldsborough.  Thank  you  very  much,  Mr.  Brown. 

Mr.  Bruce  Brougham,  we  would  be  glad  to  hear  you. 

STATEMENT  OF  HERBERT  BRUCE  BROUGHAM,  ECONOMIC 

CONSULTANT 

Mr.  Brougham.  My  name  is  Herbert  Bruce  Brougham,  an  eco- 
nomic consultant,  and  I  appear  before  you  in  behalf  of  the  New 
Economics  group  of  New  York. 

I  have  to  present  a  statistical  calculation,  and  if  the  committee 
will  bear  with  me,  I  will  adhere  to  my  text.  It  won't  be  a  long 
statement, 

Mr.  Goldsborough.  Proceed  in  your  own  way. 

Mr.  Brougham.  This  bill  would  enable  the  administration  to  pay 
the  national  debt  and  meet  its  budget,  not  out  of  borrowed  money 
and  taxes  but  out  of  the  margin  of  unused  capacity  of  American 
industry  that  is  now  wasted,  and  at  the  same  time  double  the 
national  income. 

Fifty-nine  of  the  Nation's  leading  engineers  and  able  executives 
.  were  asked  by  a  commission  appointed  by  President  Butler,  of  Co- 
lumbia University,  whether  industry  could  have  exceeded  its  record 
of  man-hour  output  if,  during  the  boom  years  1923-29,  it  had  been 
assured  of  a  ready  market  for  all  goods  produced. 

These  experts  replied,  "Yes";  with  the  then-existing  equipment 
and  labor,  the  output  could  have,  been  doubled. 

The  Columbia  University  commission  reported  in  1934  that  "lack 
of  effective  consumer  demand",  or  "lack  of  purchasing  power",  easily 
heads  the  list  of  causes  for  the  limited  output  in  those  years  of  ac- 
tive trade;  this  was  true  "both  for  particular  industries  and  for 
industry  at  large." 

According  to  this  testimony,  had  purchasing  power  been  adequate, 
the  national  income  of  $81,000,000,000  worth  of  goods  and  services, 
in  1929,  might  have  been  doubled  to  $162,000,000,000  worth  of  goods 
and  services. 

In  that  peak  year,  regarded  as  the  most  prosperous  in  our  history, 
there  was  wasted  $80,000,000,000  of  income ;  enough  to  pay  the  pres- 
ent national  debt  of  $30,000,000,000  and  leave  $50,000,000,000  over, 
this  to  be  added  to  the  $81,000,000,000  which  the  American  people 
actually  accounted  as  income  in  1929. 

Notwithstanding  the  effects  of  the  depression,  since  1929  science 
and  invention  have  added  to  the  industrial  capacity  of  this  Nation 
so  that  the  output  per  worker,  in  1935,  had  increased  by  at  least  20 
percent  above  1929.  It  was  almost  wholly  for  financial  reasons,  there- 
fore, that  actual  production,  in  1935,  amounted  to  only  $51,000,000,000 
of  income.  This  was  $30,000,000,000  less  than  in  1929,  and  112 
billion  less  than  the  income  reckoned  as  attainable  in  1929,  in  the 
estimate  of  the  59  business  executives  and  engineers  who  reported 
to  the  Columbia  commission.  These  business  and  engineering  ex- 
perts represented  a  survival,  the  commission  said,  of  "capacity  for 
reasonably  accurate  judgments  and  estimates";  they  possess,  it 
added,    a  sixth  sense  of  the  same  order  as  that  of  the  timber 
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cruiser  who  can  estimate  the  feet  of  standing  timber  in  a  forest 
by  walking  through  it,  and  on  whose  judgment  large  investments 
are  safely  made." 

The  plain  inference  from  their  estimates  is  that  at  least  112 
billion  of  attainable  income  is  being  wasted  in  1936,  not  counting 
the  20  percent  gain  in  productive  capacity  per  worker  since  1929. 

Now  if  $112,000,000,000  worth  of  goods  and  services  are  realizable 
with  existing  available  labor,  plant,  and  equipment,  which  we  are 
nevertheless  not  getting,  it  should  be  a  comparatively  simple  matter 
to  supply  the  needed  purchasing  power.  This  can  be  done  by  basing 
new  financial  symbols  on  that  solid  basis  of  unused  and  available 
capacity,  that  will  evoke  the  reasonably  expected  added  income  for 
the  American  people. 

With  $112,000,000,000  of  added  income  thus  obtained,  we  could 
cease  the  unsound  attempt  to  borrow  ourselves  out  of  debt.  In  a 
year's  time  we  could  easily  pay  the  entire  national  debt.  We  could 
meet  the  National  Budget  of  1936-37  without  added  bond  issues. 
After  doing  all  this,  we  should  have  left  over  enough  added  income 
^o  that  the  national  income  for  the  fiscal  year  1936-37  would  be, 
more  than  double  that  of  1935-36.  We  could  still  have  more  than 
$100,000,000,000  of  income,  after  paying  the  national  debt  and  the 
heavy  Federal  taxes. 

Gentlemen,  the  financial  machinery  for  producing  this  wholly  sane, 
and  reasonable  result,  with  existing  labor  and  equipment  of  the 
Nation,  is  provided  in  the  bill  before  you. 

But  under  the  prevailing  financial  regime  the  Nation  may  as  well 
charge  the  one  hundred  and  twelve  recoverable  billions  of  income  to 
idleness  expense  for  our  unemployed  millions  of  workers  and  unem- 
ployed machinery. 

..  It  is  common  knowledge  that  the  industries  of  the  Nation  are 
still  running,  on  the  average,  less  than  6  hours  daily.  They  are 
entirely  capable  of  18  or  20  hours'  daily  operation,  with  suitable 
work  shifts,  provided  there  is  sufficient  purchasing  power  to  buy  the 
goods  and  services  they  are  ready  and  eager  to  produce.  Physically 
speaking,  we  can  easily  double,  perhaps  treble,  our  annual  output 
and  income. 

Because  of  the  unsound  practice  of  relying  on  the  private  manufac- 
ture of  monetary  credits  by  private  groups,  you  are  preparing  to  lay 
heavier  taxes  on  the  shrunken  income  of  the  people,  without  hope  of 
balancing  the  Budget  perhaps  for  years  to  come.  In  order  to  meet 
the  Budget  deficits,  this  administration  and  the  preceding  one  com- 
mitted themselves  to  a  program  of  borrowing,  so  that  now  the  na- 
tional debt  has  doubled  from  $16,000,000,000  in  1930,  to  $32,000,000,- 
000  in  1936,  with  every  prospect  of  further  increase. 

More  than  half  of  this  great  sum  of  added  debt — that  is,  at  least 
eight  billions — represents  merely  book  figures  which  the  banks  have 
lent  the  Government.  To  pay  for  their  service  of  writing  figures  m 
their  books  and  canceling  the  Government  checks  in  their  clearing 
system,  the  Government  has  engaged  to  tax  the  American  people. 
They  must  pay  back  the  billions  of  book  figures  with  sweat  and 
labor,  with  goods  and  services  to  which  they  are  now  denied  access 
of  purchasing  power  for  their  families,  and  they  must  pay  enormous 
debt  charges. 
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The  bill  now  before  your  committee  would  put  a  stop  to  this 
process  of  privately  manufacturing  monetary  credit  for  the  use  of 
business  out  of  added  governmental  debt. 

Chairman  Eccles,  of  the  Federal  Reserve  Board,  testified  before 
your  committee  last  year  that  he  clearly  understood  the  source  of 
the  bulk  of  our  money,  as  debt,  coining  from  loans  of  credit  money 
manufactured  by  the  banks. 

In  answer  to  questions  put  to  him  by  Mr.  Goldsborough,  Mr.  Eccles 
agreed  with  him  that  under  our  present  financial  system,  if  the  total 
of  debts  could  by  any  possibility  be  paid  off  and  not  renewed,  the 
money  of  the  Nation  would  be  canceled  out  of  existence,  and  we  would 
not  have  any  money  left  with  which  to  do  business.  He  said  [read- 
ing] : 

When  the  community  begins  to  pay  its  debt  to  the  banks,  it  extinguishes  its 
money,  deposit  currency,  and  if  that  process  of  deflation  gets  under  way  it  is 
more  or  less  self-generating,  and  it  is  very  difficult  to  stop  it. 

By  this  means,  he  declared,  one-third  of  the  means  of  payment  of 
the  Xation  was  extinguished  during  the  early  years  of  the  depression. 
He  added  that  the  "compensating  factor  is  the  budgetary  deficit, 
which  keeps  up  the  volume  of  money";  that  is,  our  money  system  can 
be  buoyed  up  only  by  new  debt  creation. 

Thai  is  the  present  method  of  access  for  the  people,  in  the  form 
of  added  debt-incurred  purchasing  power,  to  the  physically  increas- 
ing real  wealth  of  the  Nation  in  its  ever-growing  capacity  to  produce 
and  deliver  wanted  goods  and  services.  It  is  due  to  this  condition 
of  debt  shackling  our  physical  wealth  and  inventions  that  we  have 
20.000,000  people  on  the  dole  and  a  national  income  only  one-third 
of  what  it  should  be,  and  easily  can  be. 

The  banks  manufacture,  without  borrowing  it,  the  monetary  credit 
which  they  loan  to  the  Government.  For  every  dollar  they  them- 
selves contribute  to  the  loaning  process  they  manufacture  10  credit 
dollars,  and  call  them  their  own,  although  they  base  the  credit  dol- 
lars on  human  sweat  and  labor  and  productive  genius  which  is  not 
their  own. 

The  proposal  of  this  bill  is  that  the  National  Treasury  take  over 
this  function  of  manufacturing  monetary  credit,  without  borrowing 
it,  in  the  same  way  that  the  private  banks  manufacture  monetary 
credit  without  borrowing  it,  There  is  no  difference  in  the  process 
between  the  two,  except  this :  That  the  bill  requires  that  the  Govern- 
ment instead  of  giving  only  one-tenth  backing  to  its  manufactured 
monetary  credit,  shall  at  all  times  back  such  monetary  credit,  dollar 
for  dollar,  with  the  goods  and  services  of  the  Xation  in  trade. 

As  stated  in  its  title,  the  bill  would  "abolish  the  practice  of  creating 
bank  deposits  by  private  groups  upon  fractional  reserves."  In 
section  1  the  bill  declares  the  policy  of  Congress  in  harmony  with  the 
first  article  of  the  Constitution,  to  issue  monetary  credit  within  the 
capacity  of  the  industries  and  people  of  the  United  States,  to  honor  it 
at  all  times,  and  dollar  for  dollar,  in  wanted  goods  and  services* 
which  capacity,  it  further  states,  "is  declared  to  be  the  measure  or 
national  credit." 

Mr.  Allan  Brown  has  outlined  to  the  committee  the  antiinflation- 
ary  provisions  of  the  bill.  In  order  to  reassure  you  as  to  the  effective 
working  of  such  provisions,  I  will  show  how  a  practical  budget  can 
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be  determined  by  the  National  Credit  Commission,  which  is  set  up 
by  the  bill,  so  that  the  volume  of  national  credit  certificates  which 
it  issues  may  be  properly  graduated  for  permanent,  noninflationary 
circulation  in  the  banking  system. 

The  crying  fault  of  our  prevailing  money  system  is  its  imperm- 
anance.  It  fluctuates  wildly  in  volume,  because  it  is  debt-money, 
loans,  and  subject  alternately  to  the  fears  and  the  sanguine  expecta- 
tions and  speculative  propensities  of  its  private  owners  who  have 
become  the  debt-masters  of  all  business.  It  fails  to  match  with  its 
volume  of  exchange  facilities,  the  permanent  and  steadily  growing 
volume  of  capacities  for  production  and  trade. 

We  need,  therefore,  a  permanent  volume  of  credit-money  that  can- 
not be  extinguished  at  the  behest  of  any  private  group  ;  we  need  it 
in  order  to  establish  a  financial  balance  for  the  permanently  in- 
creasing volume  of  capacities  and  for  the  permanent  flow  of  goods  in 
production  and  trade.  We  need  to  be  delivered  of  the  curse  of  a 
money  system  that  is  not  owned,  as  a  cash-credit  system,  by  the 
American  people.  We  want  no  longer  a  system  that  can  at  any  time 
be  cancelled  out  of  existence  with  the  dumping  of  pledged  securities, 
and,  simultaneously,  with  the  depression  and  deflation  of  all  the 
physical  and  intangible  assets  of  the  American  people. 

In  determining  a  budget  under  this  bill  with  monetary  credits 
manufactured  and  owned  b}^  the  Government,  let  us  suppose  that  the 
National  Credit  Commission  estimates  the  possibilities  very  con- 
servatively. 

Let  us  suppose  that  it  rejects  the  one  hundred  and  twelve  billion 
dollar  valuation  of  readily  attainable  annual  income  from  our  un- 
used industrial  capacity,  which  would  satisfy  the  calculations  of 
President  Butler's  Columbia  University  Commission. 

Let  us  suppose,  instead,  that  the  National  Credit  Commission  scales 
down  this  unused  industrial  capacity  by  about  one-half  to,  say 
$54,000,000,000. 

The  task  of  the  Treasury,  then,  would  be  to  manufacture  additional 
monetary  credits  enough  so  that,  in  their  annual  turnover  as  income, 
they  would  increase  the  purchasing  power  of  the  American  people 
by  $54,000,000,000  in  the  fiscal  year  1936-37. 

What  rule  should  the  Credit  Commission  and  the  Treasury  follow 
in  manufacturing  enough  credits,  and  not  more  than  enough,  to 
accomplish  this  result? 

The  answer  is  found  by  calculating  the  normal  net  turnover,  as 
income — as  purchasing  power  in  the  pockets  of  consumers — of  cur- 
rency and  demand  bank  deposits  subject  to  check.  The  Federal  Re  • 
serve  Board  has  ascertained  that  such  net  turnover  in  so-called  nor- 
mal times,  that  is,  in  1923-29,  has  been  uniformly  three  times  a  year. 

This  is  borne  out  by  the  table  of  velocity  of  income  presented  to 
your  honorable  committee  by  Governor  Eccles  in  March,  1935 ;  also, 
by  the  studies  of  Professor  Pigou  of  England.  In  his  Theory  of 
Unemployment,  Professor  Pigou  finds  that  the  sum  of  cash  and  de- 
mand deposits  passes  about  three  times  a  year  through  a  chain  of 
production  and  again  becomes  income,  or  purchasing  power  in  the 
hands  of  the  people. 

In  calculating  to  evoke  $54,000,000,000  of  new  income  per  year, 
therefore,  the  Treasury  would  have  to  issue  one-third  that  amount, 
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or  $18,000,000,000  of  manufactured  credit-money,  not  manufactured 
and  owned  by  private  groups  with  the  slim  1  to  10  backing  of  their 
capital,  but  manufactured  and  owned  by  the  nation  with  the  perman- 
ent dollar-for-dollar  backing  of  its  flow  of  goods  in  trade. 

To  be  sure,  it  would  take  a  full  year  for  this  $54,000,000,000  of 
credit-money  to  be  paid  out  at  monthly  intervals,  as  provided  in  the 
bill,  and  to  gain  the  full  momentum  of  a  net  turnover  of  three  times 
as  income;  but  thereafter,  and  for  succeeding  years,  such  injection 
of  $18,000,000,000  of  permanently  circulating  credit  would  attain 
the  3-to-l  turnover  adequate  for  the  monetary  realization  of  $54,- 
000,000.000  of  income  in  goods  and  services.  It  would  provide  the 
credit  permanentlv,  within  the  permanently  augmented  capacity 
of  industry  for  this  $54,000,000,000  worth  of  goods  and  services  on  a 
stable  price  level,  that  is,  without  inflation  of  prices,  for  the  reason 
that  the  added  volume  of  goods  would  be  evoked,  already  sold  at 
retail  at  the  discount,  before  the  new  credit-money  was  applied  in 
reimbursal  of  the  retailers.  Naturally,  as  there  would  be  an  addi- 
tional volume  of  goods  and  services  to  meet  the  additional  monetary 
credit,  it  could  not  inflate  the  price  level. 

The  bill  provides  that  the  appropriation  of  new  monetary  credit, 
as  thus  determined,  shall  be  paid  monthly  to  reimburse  all  dealers 
at  retail  for  the  full  amount  of  the  public  discount  allowed  by  them 
to  customers  as  they  purchase  consumables ;  also,  that  it  shall  be  paid, 
in  part,  at  the  rate  of  $5  monthly  per  capita,  as  a  national  consumers' 
dividend. 

There  would  be,  say,  $9,000,000,000  budgeted  for  the  support  of 
the  retail  discount  system,  and  $9,000,000,000  for  the  national  con- 
sumers* dividend.  The  objective  would  be  to  get  these  sums  turning 
over  in  trade,  as  new  income,  as  rapidly  as  possible  in  order  to  evoke 
from  the  unused  capacities  of  the  Nation's  industrial  and  trade  facili- 
ties a  required  $54,000,000,000  of  income  per  annum.  Added  to  the 
$54,000,000,000  of  income  attained  in  1935.  it  would  assure  in  future 
a  customary  annual  income  of  $95,000,000,000. 

It  would  be  accomplished,  by  this  hypothesis,  only  by  a  very  con- 
servative reckoning  of  the  unused  and  available  capacity  of  industry. 
But  if,  by  the  monthly  checking  of  the  indexes  of  the  rate  of  con- 
sumption, production,  and  industrial  capacity,  it  should  become 
manifest  that  industr}^  in  the  fiscal  year  1936-v37  were  easily  capable 
of  producing  double  what  was  allowed  for  in  monetary  terms,  then 
the  Commission  and  Treasury  would  be  warranted  in  manufacturing 
yet  another  $18,000,000,000  of  Treasury-manufactured  monetary 
credit  to  support  a  fresh  program  for  administration  of  the  retail 
discount  and  national  consumers'  dividend  during  the  fiscal  vear 
1937-38. 

And  so  on.  As  the  steadily  growing  volume  of  orders  poured  into 
trade,  and  become  backed  by  the  more  ample  purchasing  power  of 
the  people,  we  would  see  a  rapid  installation  of  new  inventions  and 
superior  forms  of  organization,  many  of  which  have  been  withheld 
for  years.  With  it  there  would  be  a  rapid  enlargement  of  the 
Nation's  capacity  to  make  and  deliver  wanted  goods  and  services. 
Then  with  each  newly  attained  margin  of  productive  capacity,  as 
demonstrated  by  the  indexes,  the  National  Credit  Commission  and 
the  Treasury  would  be  called  upon  to  supply  the  public  credits  to 
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augment  the  nation's  money  system,  not  as  banker-manufactured 
debt,  but  as  owned  by  the  people  initially,  free  and  clear;  thus  it 
would  match  their  ownership  of  a  permanently  augmented  capacity 
for  producing  more  income  in  goods  and  services. 

Conceivably  the  income  velocity  of  money  and  demand  bank  de- 
posits might  establish  a  new  ratio  in  this  process.  During  the 
depression,  as  also  in  the  depression  of  1920-21,  the  customary  rate 
of  3  to  1  was  retarded.  It  went  down  to  about  2  when  Governor 
Eccles  was  testifying  before  you,  and  for  1935,  I  learned  from  the 
Federal  Reserve  Board  yesterday,  it  was  about  2,  instead  of  3,  and 
a  trifle  over  for  the  years  of  so-called  prosperity.  It  might  be 
expected  to  recover  to  3  to  1,  and  to  rise,  even,  to  4  to  1,  or  even 
higher,  under  the  impetus  of  business  done  in  the  debt-freed  system 
envisaged  by  this  bill.  To  anticipate  this  there  should  be  caution 
in  emitting  the  first  appropriations  of  monetary  credit.  The  change 
in  the  rate  of  net  turnover  as  income  would  be  readily  ascertain- 
able, by  comparing  the  rate  of  increase  in  national  income  with  the 
rate  of  increase  in  the  volume  of  cash  and  bank  deposits  subject 
to  check.  It  could  then  readily  be  allowed  for  by  the  Treasury  in 
providing  the  credits  needed  to  match  monetary  income  with  real 
income  in  goods  and  services. 

The  bill  takes  opportunity,  with  the  assumption  of  ownership  of 
new  credits  by  the  Nation  instead  of  by  private  groups,  to  stop 
their  continued  private  manufacture  altogether. 

Thus  in  section  305  it  declares  that  the  "privilege  of  the  commer- 
cial banking  system  to  make  loans  and  issue  deposits  against  them 
on  the  basis  of  fractional  reserves  is  hereby  rescinded."  This  pro- 
vision ends  at  once,  and  for  all  time,  the  menace  of  private  monetary 
credit  inflation. 

Loaning  by  the  banks  is  limited  in  this  section  to  their  capital  and 
surplus,  which  is  about  $7,000,000,000,  and  the  primary  deposits  in 
their  possession.  That  is,  they  may  renew  the  loans  they  have 
already  made,  or  reissue  them,  but  they  must  maintain  against  them 
100  percent  reserve,  and  there  is  a  provision  in  the  bill  whereby  they 
shall  have  100  percent  reserve.  I  suppose  that  that  is  a  kind  of 
condonation  for  what  has  been,  but  under  the  bill  is  to  be,  superseded, 
in  order  to  satisfy  the  so-called  vested  interests  of  the  banks  and 
of  the  present  system.  Further,  they  may  loan  deposits  held  in 
trust  for  their  depositors,  making  a  service  charge  therefor.  The 
detailed  working  of  this  provision  is  covered  by  Mr.  Harvey.  It 
suffices  to  point  out  that  this  provision  adds  to  the  brakes  against 
public  inflation,  in  the  clauses  limiting  public  issuance  of  monetary 
credit  to  ascertained  capacity  for  meeting  such  credits  with  goods 
and  services,  a  final  brake  against  any  private  exploitation  of  the 
proposed  new  monetary  system. 

At  the  same  time  the  provision  of  debt-free  monetary  credit,  pro- 
portioned to  the  growing  marginal  capacity  of  industry  and  trade, 
is  designed  to  remove  the  time  lags  that  have  slowed  up  the  net, 
or  income,  turnover  of  money. 

These  time  lags  are  many.  Chief  among  them  is  the  recurrent 
tendency  of  the  private  banking  system,  whose  business  is  to  lend 
money  and  whose  interest  it  is  to  make  it  scarce  and  dear,  to  call 
in  their  loans  and  not  to  reissue  them  until  the  markets  have  tumbled 
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and  they,  or  their  friends,  can  pick  up  bargains  from  the  deflated 
values  of  the  Nation's  assets. 

The  second  great  time-lag  is  that  of  corporate  and  individual 
savings. 

Such  savings  are  necessary  to  the  individual  and  to  business. 
Every  one  must  save  against  a  rainy  day.  Every  concern  should 
save  a  percentage  of  its  earnings  for  upkeep  against  depreciation, 
and  for  future  extensions  and  improvements.  It  is  nevertheless  true 
that  whenever  an  individual  or  a  corporation  saves  in  this  way, 
money  is  short-circuited  back  into  production  before  it  can  be  used 
in  consumption.  Being  used  twice  or  more  times  in  production 
before  it  is  used  once  in  ultimate  consumption — where  the  total 
charges  of  industry  are  accumulated  in  retail  price  and  must  be 
paid — the  regular  circuit  flow  of  money,  from  producer  to  consumer 
and  back  again,  is  broken. 

This  process  of  saving  and  reinvesting,  therefore,  creates  a  time- 
lag  which  must  be  overcome  in  some  way  •  otherwise  the  productive 
system  will  become  top-heavy  with  investments  adding  to  its  capacity 
to  produce  goods  which  the  people,  as  consumers,  lack  purchasing 
power  to  buy,  and  I  hope  that  when  Senator  Owen  comes  before 
your  committee  tomorrow  he  will  emphasize  that  with  special 
information. 

These  two  great  monetary  time  lags,  due  to  the  cancelation  of 
outstanding  loans  and  their  nonrenewal,  and  to  corporate  and  indi- 
vidual savings,  are  overcome  by  the  provisions  of  this  bill. 

It  provides  that  future  monetary  credits  shall  not  be  manufactured 
by  the  bankers  under  the  wholly  unwarranted  assumption  that  they 
own  them.  Instead,  the  credits  ate  to  be  manufactured  free  of  debt, 
as  owned  by  the  people  who  circulate  them  upon  their  own  goods 
and  services;  hence  they  cannot  be  recalled  from  circulation  by  the 
will  of  private  groups.  By  their  public  issuance  directly  to  con- 
sumers, the  greatest  and  most  disturbing  of  the  time  lags  in  our 
money  system  is  done  away  with. 

With  respect  to  the  second  time  lag,  that  due  to  the  plowing-back 
into  business  of  individual  and  corporate  savings,  it  is  overcome, 
and  is  tak<m  advantage  of  as  well  for  the  benefit  of  the  whole  people, 
largely  through  the  provision  for  the  retail  discount. 

As  savings  are  plowed  back  into  business,  they  serve  to  enlarge 
industrial  capacity  with  new  extensions  and  improvements  of  produc- 
tive equipment.  Under  the  prevailing  restricted  credit  system  by 
private  groups  this  adds  rapidly  to  the  margin  of  unused  capacity 
to  produce  goods  for  which  there  is  no  market,  inasmuch  as  money 
is  concentrated  in  capital  undertakings  as  fast  as  it  is  short  circuited 
from  its  natural  flow  into  consumption  as  wages  and  dividends. 

But  under  the  bill,  with  each  addition  to  the  percentage  of  unused 
industrial  capacity,  a  yet  larger  discount  on  retail  price  becomes 
successively  warranted.  This  creates  an  automatic  augmentation  of 
purchasing  power  in  the  hands  of  consumers,  which  is  balanced 
against  the  augmented  productive  capacity  due  to  the  plowing  back 
of  income. 

Inasmuch  as  advancement  in  science  and  the  arts  is  continuous, 
an  enlarged  capacity  of  the  nation's  industry  always  tends  to  become 
permanent,  warranting  a  corresponding  permanent  enlargement  of 
the  sum  of  outstanding  monetary  credit. 


42  PERM  AN  B  N  T  DISTRIBUTION  OF  NATIONAL  PRODUCTION 

Hence,  under  the  bill  the  discounts  dispensed  to  their  customers 
by  the  retailers,  in  order  to  make  their  purchasing  power  adequate 
to  the  growing  and  permanent  enlargements  of  capacity  for  wanted 
goods,  are  compensated  to  the  retailers  with  the  new  and  permanent 
additions  of  monetary  credit;  these  may  now  circulate  in  balance 
with  the  augumented  capacity. 

Meanwhile  the  monetary  credits  already  flowing  in  the  system 
of  exchange  will  circulate  at  an  ascertained  rate  of  turn-over  as 
recurrent  income,  the  index  of  which  may  be  consulted  to  graduate 
the  amount  of  further  issues,  as  needed.  It  is  mainly  by  the  prin- 
ciples and  processes  which  I  have  described  that  the  bill,  as  described 
in  its  title,  provides  a  system  whereby  Congress  would  wield  its 
constitutional  power  to  furnish  monetary  income  to  the  people  at  a 
fixed  and  equitable  purchasing  power  of  the  dollar,  ample  at  all 
times  to  enable  the  people  to  buy  wanted  goods  and  services  at  full 
capacitv  of  the  industries  and  commercial  facilities  of  the  United 
States. 

TIME  LAGS 

Mr.  Clark.  I  do  not  understand  these  time  lags,  that  one  of  the 
purposes  of  this  bill  is  to  correct.  You  state  the  money  saved  is 
short  circuited  directly  into  production.  Do  I  understand  you  to 
mean  that  the  money  does  not  go  into  consumers'  goods  ? 

Mr.  Brougham.  Suppose  that  you  take  your  Congressional  salary 
and  put  it  into  a  savings  bank.  How  does  that  get  into  consumers' 
goods? 

Mr.  Clark.  But  suppose  that  I  take  $1,000  out  of  my  salary,  and 
save  it  and  go  down  and  buy  a  newly  issued  bond  in  the  A  corpora- 
tion. That  corporation  takes  my  $1,000  that  I  have  bought  this 
bond  with,  and  it  immediately,  it  is  true,  enlarges  its  productive 
capacity,  but  in  doing  that  it  pays  its  labor,  and  the  labor  spends 
the  money  for  food,  clothing,  and  shelter,  and  in  doing  that  it  buys 
more  materials,  which  in  turn  are  manufactured  by  factories  em- 
ploying more  labor,  and  ultimately  it  seems  to  me  that  all  money 
saved  necessarily  does  get  into  consumers'  goods,  although  the  route 
may  be  a  little  bit  longer. 

Mr.  Brougham.  Yes,  that  is  true,  but,  so  far  as  you  are  concerned, 
you  have  taken  money  out  of  production  and  put  it  back  into  produc- 
tion before  it  has  been  used  in  consumption. 

Mr.  Clark.  Yes,  but  the  time  lag  may  be  instantaneous.  There 
may  be  no  lag.  I  might  save  $1,000  today  out  of  a  transaction  and 
I  would  buy  a  bond  with  it  tomorrow,  and  it  may  be  that  the  factorv 
that  issued  the  bond  immediately  uses  it,  and  do  you  mean  that  if  l 
w^ent  down  to  spend  that  for  shoes  and  clothing,  it  would  circulate 
faster  than  if  I  put  it  into  a  productive  enterprise  ? 

Mr.  Brougham.  That  would  be  an  uninterrupted  flow  from  pro- 
ducer to  consumer,  used  by  consumer  and  back  to  the  producer. 

Mr.  Clark.  Have  you  statistics  or  anything  to  show  how  much 
that  lag  is? 

Mr.  Brougham.  Yes,  I  cited  statistics.  The  Government  since 
1930  has  injected  into  our  demand  bank  deposit  system  16  billion  of 
new  money  manufactured  by  the  banks,  which  the  Government  has 
borrowed  from  the  banks.    That  money  has  turned  over  not  at  the 
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usual  rate,  three  times  a  year,  as  income,  but  at  the  rate  of  two 
times  a  year  as  income.  That  is  where  your  time  lag  is,  the  reason 
being  that  a  large  part  of  that  money  "did  not  go  directly  to  the 
people  on  the  relief  rolls,  and  even  to  those  people  on  the  relief  rolls 
to  whom  it  went,  it  went  in  a  much  diminished  volume  as  compared 
with  their  income  during  1929.  It  went,  in  fact,  on  less  than  a  sub- 
sistence basis  for  them,  as  we  reckon  subsistence  equal  to  a  family 
budget  of  health  and  decency.  A  large  part  of  it  went  to  the  pay- 
ment of  organizations,  not  individuals,  for  Government  contracts, 
public  works. 

Mr.  Clark.  Well,  of  course,  they  put  it  into  consumers'  channels. 

Mr.  Brougham.  Partly,  but  over  50  percent  they  put  into  added 
production,  and  it  went  to  other  organizations,  not  individuals. 

Mr.  Clark.  Do  you  mean  increased  plant  facilities? 

Mr.  Brougham.  Yes;  they  increased  their  plant  facilities,  and 
people  bought  new  raw  material,  they  bought  new  machinery,  and 
they  paid  for  the  upkeep  of  their  machinery,  and  in  that  way  it 
distributed  only  about  50  percent  directly,  or  perhaps  less,  to  their 
employees  as  direct  purchasing  power. 

Mr.  Clark.  I  thought  that  during  these  last  5  years  that  the  money 
did  not  go  to  increase  productive  facilities,  but  merely  to  put  in 
operation  those  facilities  already  in  existence,  which  were  only  being 
emploj-ed,  say,  about  50  percent. 

Mr.  Brougham.  Our  entire  emergency  Public  Works  Program  is 
for  new  facilities. 

Mr.  Clark.  For  new  materials  to  be  produced  by  plants  which 
are  not  running  at  capacity? 

Mr.  Brougham.  It  was  for  raw  materials,  what  they  call  overhead 
charges  which  are  paid  to  organizations,  not  individuals. 

Let  me  put  it  in  another  way.  If  it  had  gone  directly  to  con- 
sumers, they  would  have  bought  consumption  goods  with  it,  but  our 
entire  Public  Works  Program  went  for  things  not  to  eat  or  wear  or 
to  shelter  ourselves  with,  and  that,  so  far  as  the  consumers  were 
concerned,  represents  a  dead  loss  to  them.  They  did  not  get  it.  It 
went  into  public  consumption  over  a  long  period  of  years  in  durable 
public  goods,  and  there  is  your  time  lag,  and  there  is  the  explanation 
of  the  difference  between  a  three-time  net  turn-over  of  new  mone3>-  as 
income  and  the  net  turn-over  of  only  two  times  a  year  which  was 
actually  realized  by  this  Government  emergency  program  of  borrow- 
ing 16  billion  dollars  and  spending  it  as  the  Government  did. 

Mr.  Goldsborough.  Are  you  through? 

Mr.  Clark.  Yes ;  I  guess  I  am  through,  but  I  do  not  understand  it. 

questions 

Mr.  Hollister.  How  can  the  Government  spend  any  money  that  it 
does  not  raise  by  taxes  or  borrowing  \ 

Mr.  Brougham.  How  can  the  banks  spend  any  money  ! 

Mr.  Hollister.  I  did  not  ask  you  that.  I  am  asking  you  how  the 
Government  could  spend  any  money  that  it  does  not  raise  by  taxa- 
tion or  borrowing.  You  cannot  spend  any  money  unless  you  earn  it 
or  borrow  it.  and  I  cannot.    How  can  the  Government? 
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Mr.  Brougham.  You  and  I  cannot,  but  the  Government,  acting  for 
the  people  as  a  whole,  can  do  it,  and  in  this  country,  by  law,  private 
banking  groups  of  individuals  can  do  it. 

Mr.  Hollister.  But  how  can  the  Government  do  it  without  rais- 
ing the  money  by  taxes? 

Mr.  Brougham.  By  employing  the  process  of  the  banks,  their 
manufacturing  methods. 

Mr.  Hollister.  Do  you  mean  that  they  create  something  out  of 
thin  air? 

Mr.  Brougham.  If  you  say  that  the  banks  create  it  out  of  thin 
air,  then  the  Government  does;  but  in  fact  neither  the  banks  nor 
the  Government  create  it  out  of  thin  air.  So  far  as  the  banks 
are  concerned,  they  do  not  put  any  of  their  own  money  into  it. 
They  do  not  draw  it  out  of  their  capital  and  surplus,  and  capital 
and  surplus  are  all  that  they  do  put  into  the  "kitty."  They  manu- 
facture their  credit-money  out  of  the  productive  capacit}^  of  the 
American  people,  which  is  not  their  own  capacity,  and  the  Govern- 
ment passes  it  out  to  the  American  people  in  satisfaction  of  Gov- 
ernment contracts,  and  passes  it  out  to  Government  employees. 

Mr.  Hollister.  Let  us  take  a  specific  situation.  You  and  I  or- 
ganize a  bank.  In  doing  it,  we  put  some  money  into  it,  and  take 
stock.  That  is  check  money,  but  it  is  something  that  we  had  to 
earn. 

Mr.  Brougham.  We  put  in  currency  in  this  case. 
Mr.  Hollister.  We  do  not  always  do  it. 

Mr.  Brougham.  Yes ;  but  we  have  to  have  currency  or  the  equiva- 
lent, 

Mr.  Hollister.  I  am  talking  about  starting  a  bank. 

Mr.  Brougham.  And  I  am  talking  about  starting  a  bank.  You 
have  to  have  it. 

Mr.  Hollister.  We  do  not  have  to  have  currency. 

Mr.  Brougham.  Yes;  you  have  to  have  the  ability  to  draw  100 
percent  of  your  capital  in  currency  before  you  can  start  your  bank. 

Mr.  Hollister.  Under  existing  law? 

Mr.  Brougham.  Yes,  sir. 

Mr.  Hollister.  Do  you  mean  that  I  cannot  deposit  a  check  and 
start  a  bank  that  way,  a  new  account? 

Mr.  Brougham.  The  bankers  must  have  an  account  under  the 
requirements  of  the  Government  for  100  percent  of  its  capital  and 
surplus  in  currency. 

Mr.  Hollister.  It  must  have  it  available,  but  that  currency  we 
can  get  anywhere. 

Mr.  Brougham.  You  can  get  it.  There  are  ways  in  which  the 
physical  piling  up  of  that  amount  of  currency  can  be  avoided,  but 
you  will  have  to  have  it. 

Mr.  Hollister.  All  right.  Now  we  have  the  bank  organized,  and 
we  get  deposits  from  people,  do  we  not? 

Mr.  Brougham.  Yes. 

Mr.  Hollister.  The  drug-store  man  comes  in  and  deposits  some- 
thing that  he  has  earned,  and  the  laborer  comes  in  and  deposits  the 
little  that  he  can  save,  and  we  get  a  certain  amount  in  the  bank 
in  deposits.   Now  we  lend  that  out,  do  we  not  ? 

Mr.  Brougham.  No;  you  do  not.    You  do  not  lend  a  cent. 

Mr.  Hollister.  What  do  we  lend? 
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Mr.  Brougham.  A  customer  of  the  bank  goes  to  the  bank  and  says, 
I  want  $1,000,  and  I  have  here  $1,500  worth  of  securities." 

Mr.  Hollister.  But  suppose  that  he  just  gets  it  on  his  face? 

Mr.  Brougham.  In  either  case  the  banker  turns  to  his  bookkeeper 
and  says,  "Mark  up  Mr.  Jones'  account  $1,000",  but  he  has  not 
touched  a  cent  of  his  capital  and  surplus  or  of  the  depositors' 
money. 

Mr.  Hollister.  But  suppose  he  does  not  deposit  it.  Suppose  that 
the  borrower  is  buying  a  house? 

Mr.  Brougham.  Does  he  take  $1,000  of  his  depositors'  money 
and  lend  it?  If  so,  how,  then,  can  the  depositors  draw  their  own 
money  ? 

Mr.  Hollister.  They  can  not  draw  it  unless  the  bank  has  enough 
in  the  bank  to  pay  it. 
Mr.  Brougham."  There  is  another  way.  The  bank  can  manufacture 

it. 

Mr.  Hollister.  I  am  not  asking  you  whether  the  bank  can  manu- 
facture it.  I  am  giving  you  a  specific  situation,  where  a  man  bor- 
rows $1,000  to  place  it  in  a  house.  He  owes  the  bank  $1,000,  and  the 
bank,  in  turn  owes  the  depositors  $1,000.  If  the  depositors  want 
their  money,  and  the  bank  cannot  produce  it  by  some  other  resources, 
it  asks  the  man  to  pay  back  his  $1,000. 

Mr.  Brougham.  If  the  depositor  asks  in  that  instance  for  $1,000 
in  cash,  I  admit  that  much. 

Mr.  Hollister.  That  is  as  far  as  I  have  gone. 

Mr.  Brougham.  Now  

Mr.  Hollister.  Let  me  finish.    That  can  be  carried  on  by  six  or 
seven  different  transactions,  can  it  not  ? 
Mr.  Brougham.  Certainly. 

Mr.  Hollister.  And  the  depositors'  money  is  taken  in,  and  is  per- 
haps invested  or  loaned  out  to  borrowers.  Now,  is  it  your  plan  that 
the  Government  shall  do  exactly  that  same  thing  ?  If  so,  the  Govern- 
ment must  accept  deposits  in  order  to  have  something  to  lend  out. 

Mr.  Brougham.  No.  In  the  private  banking  system,  it  is  a  case 
of  manufacturing  money  which  the  banks  do  not  borrow,  and  which 
they  do  not  take  out  of  capital  and  surplus. 

Mr.  Hollister.  But  in  my  case,  is  there  anv  manufactured  money 
there? 

Mr.  Brougham.  Yes. 

Mr.  Hollister.  Show  me  where  there  is  any  manufactured  money 
under  the  plan  that  I  just  gave  you. 

Mr.  Brougham.  It  is  possible  that  there  is  not  any  there,  but 
if  you  had  taken  a  typical  case,  a  case  which  occurs  every  day,  and 
in  more  than  99  percent  of  the  cases,  certainly,  you  would  turn  to 
your  bookkeeper  and  say,  "Mark  up  his  account  $1,000,"  and  there 
has  not  been  any  currency  or  cash  paid  out,  no  draft  upon  the  bank's 
capital  or  surplus.  There  has  been  simply  marked  up,  in  a  given 
ratio  of  the  bank's  capital  and  surplus,  an  amount  of  newly  manu- 
factured money  which  then  begins  to  circulate  as  soon  as  your 
borrower  begins  to  draw  checks  against  it. 

Mr.  Hollister.  There  is  a  credit  given  to  that  man  for  the  amount 
that  he  has  borrowed,  and  he  can  draw  it  out  in  currency  if  he  wishes 
to. 
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Mr.  Brougham.  Yes,  he  can  draw  it  out  in  currency  if  he  wishes 
to,  but  

Mr.  Hollister.  If  he  does  not  wish  to,  he  can  check  against  it. 
Mr.  Brougham.  Yes,  he  can  check  against  it,  and  then  it  circulates 
in  the  banking  system,  and  is  cleared  in  the  clearing  system. 
Mr.  Hollister.  In  the  next  few  days? 

Mr.  Brougham.  In  the  next  few  days,  without  touching  the  capital 
or  surplus  of  any  one  of  the  banks  concerned  in  these  operations. 
Therefore,  it  is  constantly  a  case  of  manufactured  money. 

Mr.  Hollister.  But  it  is  all  based  upon  somebody's  deposits. 

Mr.  Brougham.  No. 

Mr.  Hollister.  And  if  the  depositor  demands  it,  the  thing  begins 
to  contract. 

Mr.  Brougham.  Which  claims  of  the  depositor  are  satisfied  with 
new  evidences  of  debt,  and  the  debt  itself  which  the  bank  owes  is 
never  paid. 

Mr.  Hollister.  That  is  not  quite  so. 

Mr.  Brougham.  It  is,  except  in  the  case  of  February  and  March 
1933,  when  the  banks  were  actually  asked  to  pay  these  debt  claims, 
and  they  could  not,  and  they  closed  their  doors. 

Mr.  Hollister.  Of  course,  everybody  knows  that  a  bank  business  is 
based  on  credit,  and  there  is  always  the  possibility  of  depositors 
calling  for  their  money.  The  only  problem  is  to  see  that  your  system 
does  not  overexpand.   Isn't  that  right? 

Mr.  Brougham.  There  is  always  the  possibility  of  the  customer 
demanding  cash  for  the  full  amount  of  his  loan. 

Mr.  Hollister.  And  he  has  a  right  to. 

Mr.  Brougham.  He  has  a  right  to.   If  he  does,  however,  it  comes 
right  back  to  the  bank  the  next  day. 
Mr.  Hollister.  Why? 

Mr.  Brougham.  It  goes  into  the  hands  of  the  people  to  whom  he 
pays  it,  and  they  deposit  it.  If  he  asks  for  cash,  it  is  to  pay  out 
cash,  and  the  cash  immediately  goes  back  to  the  bank. 

Mr.  Hollister.  But  there  is  nothing  to  keep  him  from  holding  the 
cash  if  he  wants  to.  He  may  be  going  on  a  trip,  and  then  it  would 
not  get  back  to  the  bank  so  soon.  So,  as  it  works  out,  we  have  enough 
currency  outstanding  today,  have  we  not? 

Mr.  Brougham.  Yes. 

Mr.  Hollister.  I  still  go  back  to  my  question,  as  to  how  the  Gov- 
ernment is  going  to  be  able  to  spend  anything  that  it  has  not  received 
from  somebody  in  the  nature  of  a  deposit,  or  borrowed,  or  raised  in 
taxes. 

Mr.  Brougham.  Here  are  the  banks  who  have  manufactured  new 
credit  money  which  they  did  not  have  before,  upon  certain  securities 
which  were  not  really  the  basis  of  that  money. 

Mr.  Hollister.  But  you  are  stating  what  the  banks  do.  I  am 
asking  you  how  the  Government  will  do  it. 

Mr.  Brougham.  And  I  am  trying  to  picture  it  in  your  mind. 

Mr.  Hollister.  Do  you  mean  that  the  Government  would  be  going 
entirely  into  the  banking  business? 

Mr.  Brougham.  No  indeed.  The  Government  goes  into  the  credit 
business,  which  is  a  very  different  thing.  It  operates  according  to  the 
first  article  of  the  Constitution,  in  order  to  furnish  the  people  their 
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money,  in  this  case  credit  money,  and  in  this  case  the  Government 
manufactures  the  money  not  as  the  banks  do,  upon  a  legal  warrant 
evidenced  by  securities  pledged,  but  upon  a  calculated  capacity  of 
industries  and  of  the  people  to  absorb  that  money  in  trade  and  in 
new  production— on  which  the  money  is  really  based,  including  all 
of  that  which  the  banks  manufacture. 

Mr.  Hollister.  I  still  clo  not  follow  you.  The  Government,  we 
will  say,  has  to  spend  $1,000,000,000  for  relief.  Now,  let  us  assume 
that  the  Government  has  not  got  $1,000,000,000  to  spend  for  relief. 
The  only  way  that  it  can  spend  that  is  by  borrowing  it,  unless  it 
raises  it  in  taxes. 

Mr.  Brougham.  No;  that  is  not  the  only  way,  but  it  is  the  only 
way  that  it  does  it. 

Mr.  Hollister.  But  how  else  could  it  do  it? 

Mr.  Brougham.  It  can  do  it,  instead  of  going  to  the  banks  and 
asking  the  banks  to  manufacture  it  

Mr.  Hollister.  Does  it  go  to  the  banks  and  ask  the  banks  to  manu- 
facture it  today? 

Mr.  Brougham.  Certainly. 

Mr.  Hollister.  I  thought  that  the  Government  sold  bonds. 

Mr.  Brougham.  Certainly  it  does.  That  is  the  way  it  does.  It 
says  to  the  banks,  "If  you  will  manufacture  this  credit  money  out 
of  something  that  you  have  not  got" — in  effect  it  says  that,  marking 
up  our  account,  and  utilizing  the  clearing  system  and  canceling  the 
checks  of  the  Government  in  the  way  that  I  have  described,  without 
drawing  upon  their  capital  and  surplus — "then  the  Government  will 
give  you  the  bank,  bonds,  and  tax  warrants  against  the  American 
people  with  which  to  satisfy  that:"  Why  should  not  the  Government, 
if  it  wants  to  back  this  new  money  with  bonds,  do  this :  Why  does  it 
not  keep  the  bonds  itself  and  manufacture  the  money,  and  say, 
"Here  are  these  bonds  behind  this  money,  and  we  will  pay  out  drafts 
on  the  Treasury  for  the  expenses  of  the  Government." 

Mr.  Hollister.  Drafts  on  what?  Out  of  the  Treasury  on  what? 
Based  on  what? 

Mr.  Brougham.  Based  upon  the  taxing  power  in  this  case,  because 
I  had  supposed  that  they  would  put  the  bonds  behind  it  and  hold 
those  bonds  themselves. 

Mr.  Hollister.  What  do  they  pay  out,  then? 

Mr.  Brougham.  They  are  to  pay  out  credits  in  every  respect  similar 
to  the  credits  furnished  them  by  the  private  groups. 
Mr.  Hollister.  The  equivalent  of  currency? 

Mr.  Brougham.  The  equivalent  of  the  credits  which  are  handed  to 
them  by  the  banks  in  exchange  for  these  bonds  today. 

Mr.  Hollister.  But  supposing  that  the  Government,  instead  of 
selling  the  bonds  to  the  banks,  sells  them  direct  to  the  people.  Is 
there  any  difference,  then  \ 

Mr.  Brougham.  There  is  a  difference  in  what  takes  place;  yes. 
There  is  no  difference  in  the  matter  of  debt.  Of  course,  the  Govern- 
ment does  not  have  to  sell  the  bonds  at  all.  It  can  put  the  bonds 
behind  the  circulation  of  new  credits  which  it  manufactures,  holding 
bonds  as  a  surety  against  those  credits. 

Mr.  Holltstew.  I  am  trying  to  get  at  what  the  people  will  be  paid 
with.    Is  it  credit? 
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Mr.  Brougham.  Certainly.    It  is  credit. 

Mr.  Hollister.  Are  they  going  to  be  paid  with  currency  which 
they  can  use  in  any  store? 
Mr.  Brougham.  Oh,  yes.. 
Mr.  Hollister.  Which  is  

Mr.  Brougham  (interposing).  Credit  is  exchangeable  for  cur- 
rency. It  is  exactly  the  same  kind  of  credit  that  the  banks  now 
furnish  to  the  Government. 

Mr.  Hollister.  I  am  trying  to  get  what  the  Government  will  do 
under  this  set-up  that  I  referred  to.  It  has  to  give  out  $1,000,000,000 
for  relief,  we  will  say,  in  the  next  2  months.  What  will  they  give 
for  relief  funds,  credit  or  currency? 

Mr.  Brougham.  Either  one. 

Mr.  Hollister.  Are  they  interchangeable? 

Mr.  Brougham.  Certainly. 

Mr.  Hollister.  Will  it  be  a  tangible  something? 

Mr.  Brougham.  It  can  be,  if  they  want  it  so.  We  have  the  means 
already  provided  under  our  laws,  whereby  they  can  exchange  the 
Government  checks  for  currency. 

Mr.  Hollister.  And  it  costs  the  Government  nothing? 

Mr.  Brougham.  It  costs  the  Government  nothing.  Why  should 
the  Government  pay  for  its  own  credit? 

Mr.  Hollister.  That  is  exactly  where  you  and  I  differ.  Has  the 
Government  any  credit  except  that  which  it  can  raise  by  taxation 
or  borrowing? 

Mr.  Brougham.  Yes;  as  representative  of  the  entire  wealth  of  our 
entire  Nation. 

Mr.  Hollister.  Does  the  Government  own  the  wealth  of  the 
American  Nation? 

Mr.  Brougham.  In  a  representative  capacity,  it  does. 

Mr.  Hollister.  In  any  capacity  whatsoever,  does  the  Government 
own  your  wealth  and  my  wealth? 

Mr.  Brougham.  It  takes  it  out  of  our  pockets  when  it  taxes  us. 
Does  it  not  own  what  it  taxes  us? 

Mr.  Hollister.  After  it  gets  it,  but  not  beforehand. 

Mr.  Brougham.  It  owns  it  beforehand,  and  collects  it  if  it  can. 

Mr.  Hollister.  You  think  so? 

Mr.  Brougham.  Certainly. 

Mr.  Hollister.  This  whole  scheme  is  based  on  the  theory  that  all 
of  the  wealth  in  this  country  is  owned  by  the  Government? 

Mr.  Brougham.  It  is  owned  by  the  Government  in  a  fiduciary  ca- 
pacity for  the  American  people. 

Mr.  Hollister.  You  mean  that  everybody's  individual  wealth  in 
this  country  is  owned  by  the  Government,  for  the  benefit  of  all  of 
the  people?  * 

Mr.  Brougham.  Certainly  not,  but  under  the  welfare  clause  of  the 
Constitution,  and  other  clauses,  the  Government  can  take  it,  can  take 
half  or  three-fourths  of  the  amount  as  an  income  tax. 

Mr.  Hollister.  You  say  that  the  Government  can  take  the  wealth 
of  an  individual  under  the  Constitution? 

Mr.  Brougham.  It  could  take,  conceivably,  all  of  the  wealth. 

Mr.  Hollister.  Did  you  ever  read  the  fifth  amendment  ? 
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Mr.  Brougham.  The  fifth  amendment  has  not  been  construed— 
I  am  not  a  lawyer,  but  the  fifth  amendment  has  not  been  construed 
to  prevent  the  Government  from  taking  a  large  percentage. 

Mr.  Hollister.  It  has  been  construed  several  hundred  times  by  the 
Federal  courts. 

Mr.  Brougham.  It  certainly  has  not  been  construed  to  prevent  the 
Government  taking  as  income  tax  a  large  percentage  of  the  income 
of  an  individual. 

Mr.  Hollister.  I  asked  you  if  you  had  read  the  fifth  amendment, 
and  you  say  that  it  has  not  been  construed. 

Air.  Brougham.  Conceivably  to  take  the  property  of  individuals, 
but  the  Government  does  so  in  time  of  war. 

Mr.  Hollister.  That  is  under  the  war  power. 

Mr.  Brougham.  Yes,  sir;  the  theory  is  that  the  Government 
represents  the  wealth  in  a  fiduciary  capacity  of  the  entire  American 
people. 

Mr.  Hollister.  That  may  be  the  theory,  but  it  is  not  the  Constitu- 
tion. 

Mr.  Brougham.  And  it  makes  that  the  backing  of  this  newly  manu- 
factured credit  money,  which  is  better  backing  than  any  group  of 
individuals  who  back  their  money. 

Mr.  Hollister.  The  idea  of  this  is  that  all  of  the  wealth  of  the 
country  belongs  to  the  Government? 

Mr.  Brougham.  In  a  representative  sense,  it  does. 

Mr.  Hollister.  And  you  say  that  the  Government  may  take  it  at 
any  time? 

Mr.  Brougham.  Under  certain  circumstances.  Of  course,  the  Gov- 
ernment is  a  government  of  delegated  powers,  and  there  are  reserved 
powers,  and  you  have  spoken  of  one  of  them.  In  ordinary  cases,  the 
Government  cannot  deprive  a  man  of  his  life,  liberty,  or  property  

Mr.  Hollister.  Without  due  process  of  law  \ 

Mr.  Brougham.  Without  due  process  of  law. 

Mr.  Goldsborough.  Mr.  Brougham,  let  us  assume,  if  we  can,  a  new 
country,  where  individuals  own  property.  It  has  nothing  but  a  barter 
system.  Who  can  furnish  these  individuals  with  a  monetary  system, 
except  the  Government  itself  ? 

Mr.  Brougham.  That  would  be  the  natural  mode  of  furnishing  the 
money  system  for  a  country  in  that  situation.  As  an  historical  mat- 
ter, private  individuals  have  arrogated  to  themselves  that  power  and 
have  exercised  it,  to  provide  the  money  system,  in  default  of  the 
Government  doing  so. 

Mr.  Goldsborough.  Your  idea  is  that  society  should  furnish  itself 
with  its  own  medium  of  exchange  ? 

Mr.  Brougham.  Inasmuch  as  society  owns  collectively  all  of  the 
wealth  and  instrumentalities  for  producing  wealth  on  which  money 
should  logically  be  based. 

Mr.  Goldsborough.  And  your  view  is,  as  I  understand  it,  that 
money  is  entirely  separate  from  banking? 

Mr.  Brougham.  It  is  entirely  separate  from  banking;  yes,  sir. 
Banking  is  a  matter  of  keeping  accounts,  bookkeeping,  clearing 
checks,  handling  trust  accounts,  and  it  should  be  put  entirely  upon  a 
service  basis  and  paid  for  as  such. 
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Mr.  Williams.  As  I  understand  your  central  idea,  it  is  to  increase 
the  purchasing  power  of  the  country? 
Mr.  Brougham.  Yes,  sir. 

Mr.  Williams.  That  is  the  central  idea,  as  I  understand  your 

statement? 

Mr.  Brougham.  To  increase  the  purchasing  power  of  the  country 
in  proportion  to  the  wealth  of  the  country,  as  evocable  into  income. 

Mr.  Williams.  How  will  you  increase  the  purchasing  power  of 
the  different  individuals? 

Mr.  Brougham.  By  increasing  the  goods  tickets,  and  that  is  all 
that  money  is. 

Mr.  Williams.  Let  me  see  if  I  understand  you.  Of  course,  you 
can  increase  the  purchasing  power  of  the  consuming  public  in  gen- 
eral by  having  them  all  at  work  and  receiving  wages,  having  some- 
thing with  which  to  buy  food,  shelter,  and  clothing.  That  is  one 
way,  is  it  not?  If  everybody  had  employment  at  a  decent  living 
wage,  the  productive  capacity  of  the  country  would,  of  course,  be 
increased  to  its  full  capacity,  and  there  would  be  a  demand  for  the 
goods  and  everybody  would  have  the  money  to  pay  for  them. 

Mr.  Brougham.  If  that  were  so. 

Mr.  Williams.  If  that  were  so.  That  is  the  only  way  that  we 
have  been  doing  it.  Now,  how  else  can  we  do  it  ? 

Mr.  Brougham.  Of  course,  we  have  not  been  doing  it. 
Mr.  Williams.  True,  we  have  had  all  of  these  people  out  of 
employment,  but  you  propose  to  put  all  people  to  work  at  full 
capacity,  all  of  the  employable  people,  and  what  do  you  figure  should 


Mr.  Brougham.  I  figure  that  their  income  should  be  about  two 
hundred  billions  annually,  but  I  did  not  say  that. 

Mr.  Williams.  I  mean  per  individual,  what  should  be  the  average 

income  ? 

Mr.  Brougham.  I  have  not  worked  it  out,  but  there  would  be 
120,000,000  people  to  whom  would  be  distributed  two  hundred 
billions  of  income. 

Mr.  Williams.  About  $1,600  apiece? 

Mr.  Brougham.  Yes. 

Mr.  Williams.  And  that  would  include  everybody. 
Mr.  Brougham.  Yes. 

Mr.  Williams.  What  percentage  of  the  families  today  have  an 
income  below  $2,500  annually?  I  refer  to  families  now,  not  indi- 
viduals. 

Mr.  Brougham.  I  can  tell  you  exactly  by  referring  to  a  memoran- 
dum which  I  have  here,  if  you  will  allow  me  a  moment. 

This  is  the  testimony  of  Prof.  Harold  G.  Moulton,  of  the  Brook- 
ings Institution,  and  it  appears  in  Fortune  Magazine  for  November 


Families  having  incomes  of  $2,500  a  year,  or  less,  spend  practically  all  their 
income  for  bare  necessities. 

Mr.  Williams.  What  is  the  percentage  of  the  whole? 
Mr.  Brougham.  May  I  be  permitted  to  read  right  through,  because 
this  is  germane  to  your  question? 

These  families  are  therefore  without  conveniences  or  luxuries.  Since  even 
in  1929  there  were  almost  25,000,000  such  families,  and  since  25,000,000  families 
constitute  approximately  70  percent  of  the  total  population,  it  is  evident  that 
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almost  three-quarters  of  the  population  were  without,  and  were  therefore 
potential  buvers  of,  luxuries  and  conveniences.  And  since  12,000,000  families 
had  incomes  under  $1,000,  it  is  probable  that  many  of  these  people  were  also 
potential  buyers  of  unbought  necessities  as  well. 

The  same  point  may  be  made  in  reversed  terms,  by  saying  that  in  1929  only 
2,000,000  families,  or  8  percent,  of  the  population,  had  incomes  over  $5,000, 
and  only  600,000  families,  or  2.3  percent,  had  incomes  in  excess  of  $10,000. 
It  was  to  this  meager  8  percent  that  most  of  the  conveniences  and  luxuries 
manufactured  in  America  in  1929  had  to  be  sold,  if  they  were  sold  at  all. 

So  far  are  we,  then,  from  suffering  from  excess  plant  that  a  75  percent 
increase  in  production  would  be  necessary  in  order  to  supply  the  entire 
population  with  the  goods  which  the  Department  of  Agriculture  considers 
essential  to  a  "reasonable"  standard  of  living. 

Mr.  Williams.  Your  idea,  then,  is  that  the  family  ought  to  have 
$8,000? 

Mr.  Brougham.  Not  that  the  family  ought  to  have  any  given 
amount,  except  such  as  is  permitted  by  the  capacity  of  the  Nation 
as  income. 

Mr.  Williams.  That  would  be  the  result  of  the  figures  that  you 
gave  a  while  ago. 

"  Mr.  Brougham.  About  $6,400  per  family.  About  $6,400,  I  judge, 
per  family  of  four,  if  it  were  $1,600  apiece. 

Mr.  Williams.  But  I  think  that  you  miscalculated  that.  For  a 
family  of  four  or  five,  it  would  run  about  $7,000  or  $8,000. 

Mr."  Brougham.  That  might  be.  We  should  expect  to  see  notable 
increases  in  income,  if  the  physical  energies  of  the  Nation  were 
released. 

Mr.  Williams.  You  are  going  to  give,  as  I  understand  your 
theory,  credit  to  these  individuals  who  now  have  no  credit  or  work  ? 

Mr.  Brougham.  We  would  do  that  by  means  of  the  proposal  for 
the  national  consumers'  dividend/  Through  the  discount  on  price, 
we  would  exercise  a  control  of  the  price  level,  so  that  those  who 
received  the  dividend,  when  they  came  to  market,  would  have  the 
benefit  of  that  discount  upon  the  existing  price  level. 

Mr.  Williams.  You  would  give  them  that  discount  before  they 
went  to  work,  so  that  they  could  have  something  to  eat  ? 

Mr.  Brougham.  Yes.  They  could  spend  their  relief  money  in  that 
way,  or,  if  they  got  it  in  the  form  of  a  $5  dividend  per  month,  they 
could  spend  that  before  they  went  to  work,  for  the  reason  that  we 
have  not  only  production  by  human  beings  in  this  country,  but  we 
have,  in  multiple  ratio,  production  by  our  power  machinery. 

Mr.  Williams.  Undoubtedly  so,  but  the  ultimate  purpose  of  your 
plan  is  to  put  everybody  to  work,  and  to  increase  the  purchasing 
power? 

Mr.  Brougham.  I  do  not  emphasize  putting  them  to  work,  because 
the  function  of  industry  is  not  to  produce  work,  but  to  produce 
goods  and  services  in  increasing  measure  by  means  of  power 
machinery. 

Mr.  Williams.  Your  plan  is  to  just  give  them  credit,  and  to  con- 
tinue the  dole  system  forever? 

Mr.  Brougham.  I  hope  that  you  won't  be  so  hasty  as  that. 
Mr.  Williams.  Is  not  that  so? 

Mr.  Brougham.  No,  sir.  It  would  probably  moan,  if  this  were 
put  into  practice,  this  method  of  issuing  credits,  that  everybody 
would  have  ample  work  for  years  to  come,  for  the  very  reason  that 
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while  their  needs  are  very  rapidly  satisfied,  their  wants  are  not 
satisfied,  and  they  would  be  putting  themselves  to  work  for  years 
to  come  to  supply  the  conveniences  and  luxuries  which  they  have 
been  without  for  so  many  years. 

Mr.  Williams.  But  you  would  give  them  credit  to  start  with,  to 
buy  food,  shelter,  and  clothing? 

Mr.  Brougham.  We  would  start  it  that  way.  We  would  start  it 
as  consumption  credits  rather  than  as  production  credits,  for  this 
reason,  and  it  is  a  very  sound  business  reason,  that  all  new  money, 
all  newly  manufactured  credits,  are  now  emitted  at  the  production 
end  of  our  system,  in  the  form  of  new  loans,  to  men  who  come  to 
the  bank  and  say,  "I  can  produce  that  much  more  goods,  and  I 
believe  that  I  can  sell  them."  Therefore,  the  money  issued  at  the 
productive  end  of  the  cycle  speculatively  assumes  that  it  is  going 
to  be  employed  for  production  that  can  be  sold.  We  propose,  instead, 
that  it  shall  be  issued  at  the  consumption  end  of  the  cycle,  after 
the  goods  are  sold,  after  the  wants  of  the  people  have  been  made 
manifest  in  actual  purchases,  in  reimbursement  to  the  retailers  who 
have  sold  the  goods,  not  speculatively.  The  goods  have  been  sold 
in  increased  volume  before  these  credits  are  applied,  and  in  such  a 
way  as  to  draw  upon  the  entire  capacity  of  industry,  through  the 
various  channels  of  production  and  trade  in  repeat  orders. 

Mr.  Williams.  They  receive  the  credit  first? 

Mr.  Brougham.  They  receive  the  credit  first,  for  what  they  have 
collectively  already  produced  in  capital-goods  capacity  and  sold  in 
consumptive  goods,  too,  in  the  way  of  income. 

Mr.  Williams.  But  those  who  produce  and  those  who  do  not  pro- 
duce receive  credit  just  the  same? 

Mr.  Brougham.  The  Lord  sends  his  rain  upon  the  just  and 
unjust — is  that  what  you  mean? 

Mr.  Williams.  Is  that  right? 

Mr.  Brougham.  They  receive  it  for  nothing — rather  they  lend  it 
to  themselves.  The  American  people,  if  you  want  to  put  it  that  way, 
lend  it  to  themselves;  they  give  it  to  themselves.  We  take  it  out  of 
the  hands  of  the  bankers  who  manufacture  it  and  have  it  for  nothing, 
and  we  give  it  to  the  American  people  who  have  all  of  these  different 
capacities,  and  we  say,  ''Since  you  have  all  of  these  capacities,  you 
own  the  credit  power  that  inheres  in  these  capacities,  and  this 
credit  belongs  to  you  because  you  already  have  these  capacities,  and 
the  bankers  have  not  those  capacities," — and  yet  the  bankers  manu- 
facture that  money,  and  own  it  under  our  law ! 

Mr.  Williams.  I  cannot  see  the  practical  application  of  it,  my- 
self.  It  is  beyond  me. 

Mr.  GtOldsborough.  Mr.  Brougham,  I  think  that  maybe  in  the 
haste  of  answering  a  skilled  cross-examiner  you  have  made  state- 
ments that  possibly  were  not  intended. 

Let  us  assume  that  under  this  bill  we  are  operating  under  a  dis- 
count of  25  percent.  A  man  goes  to  a  store,  and  there  is  a  pair  of 
shoes  that  sells  for  $4.  He  gets  the  shoes  for  $3.  That  is  all  that 
they  cost  him  under  our  plan,  is  it  not  ? 

Mr.  Brougham.  Yes. 

Mr.  Goldsborough.  But  he  has  to  have  the  $3. 
Mr.  Brougham.  Yes,  sir. 
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Mr.  Williams.  Let  me  interject  a  question,  just  for  information. 
Suppose  that  he  is  one  of  these  unemployed  who  has  no  money  at 
all? 

Mr.  Goldsborough.  I  am  coming  to  that. 

Mr.  Williams.  That  is  the  point  in  my  mind.  How  will  he  ge< 
the  credit? 

Mr.  Goldsborough.  He  cannot  get  it  under  this  bill. 

Mr.  Williams.  I  am  asking  how  the  man  who  has  no  money  at 
all  will  be  benefited  under  this  plan. 

Mr.  Goldsborough.  Under  this  plan,  if  an  individual  has  no  money 
at  all.  there  is  a  provision  in  the  bill  which  provides  for  $5  a  month 
national  dividend.  I  do  not  think  it  is  essential  for  the  workability 
of  the  bill. 

As  I  said  before,  he  would  still  have  to  have  his  $3. 
Mr.  Brougham.  Yes,  sir. 

Mr.  Golds  borough.  And,  presumably,  he  would  have  to  earn  his 
$3. 

Mr.  Brougham.  Yes. 

Mr.  Goldsborough.  In  other  words,  the  purpose  of  this  legislation 
is  not  to  put  anybody  on  a  dole? 
Mr.  Brougham.  No,  indeed. 

Mr.  Goldsborough.  It  is  to  make  the  money  which  he  earns  go 
further  than  it  otherwise  would  go? 
Mr.  Brougham.  That  is  quite  right. 

Mr.  Goldsborough.  And  therefore  it  increases  the  sales  of  the 
retailer,  the  sales  of  the  wholesaler,  the  sales  of  the  manufacturer, 
the  sales  of  the  prime  producer,  and  it  therefore  increases  the  number 
of  those  who  can  be  employed  in  the  various  occupations,  so  that  in 
turn  they  have  purchasing  power? 

Mr.  Brougham.  Correct. 

Mr.  Goldsborough.  Which  they  can  translate  into  the  purchase 
of  wanted  goods?    Isn't  that  correct? 

Mr.  Brougham.  That  is  all  true,  Mr.  Chairman,  and  this,  in  addi- 
tion, is  true,  that  what  we  are  proposing  would  be  the  means  of 
doing  more  completely  what  has  already  been  done  by  American 
business,  in  stepping-up  partial  production  to  capacity  production. 
It  has  been  done  on  a  great  scale.  It  has  been  done  by  this  process 
of  discount  upon  price  by  all  of  the  great  organizat  ions  of  this  coun- 
try that  do  a  national  business.  It  was  instituted  very  largely  by 
the  example  of  Henry  Ford,  and  they  have  repeatedly  put  down 
the  price  of  their  goods  by  a  price  discount  to  the  consumers,  some- 
times below  their  cost  of  production,  in  order  to  step-up  into  the 
economies  of  a  larger-scale  production,  and  then,  on  the  basis  of 
those  economies,  maintained  the  price  at  the  reduced  discount  and 
made  a  profit. 

This  is  a  proposal  whereby  the  Nation  as  a  whole  may  do  pre- 
cisely that  thing.  We  might  just  as  well  object  that  Henry  Ford 
is  giving  a  largess  to  the  American  people,  giving  them  something 
for  nothing.  He  put  the  price  of  the  model  A  Ford  down,  expecting 
to  lose  on  his  price  for  several  hundred  thousand  cars  before  he 
made  a  cent.  The  American  people  were  not  beggars  because  Henry 
Ford  put  down  his  price  below  cost.  He  did  it  in  order  to  achieve 
a  new  system  of  economy,  which  increased  permanently  the  wealth 
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of  the  American  people  so  far  as  the  making  of  cars  is  concerned,  and 
on  those  economies  the  American  people  reaped  a  discount,  an  actual 
credit  which  was  given  to  them,  not  as  beggars,  but  as  a  result 
of  an  increase  in  capacity  due  to  the  inventive  genius  of  the  American 
people. 

Since  we  are  as  a  Nation,  with  our  48  States,  a  complete  customs 
union,  without  tariff  barriers,  in  that  position  of  large-scale  pro- 
duction, we  can  as  a  nation  and  collectively,  if  Congress  will  do  its 
part,  enable  the  Nation  to  step  up  into  a  capacity  production  whereby 
these  economies  are  achieved,  and  the  American  people  will  have 
permanently  a  lowered  price,  equivalent  to  a  discounted  retail  price, 
and  the  credits  issued  in  bridging  the  gap  from  an  economy  of  par- 
tial production  at  an  enormous  mechanical  disadvantage  to  an  econ- 
omy of  full-capacity,  large-scale  production.  This  system  of  credits 
may  be  based  permanently  upon  these  permanent  economies  that 
are  achieved  by  the  transition. 

THE  ISSUANCE  OF  CREDITS 

Mr.  Clark.  I  do  not  want  to  take  undue  time,  but  I  want  to  get 
back  to  the  issuance  of  these  credits  or  currency  by  the  Government 
in  lieu  of  selling  bonds  to  the  bankers. 

Mr.  Brougham.  Yes. 

Mr.  Clark.  Just  briefly,  we  had  that  out  here  in  the  committee 
room  rather  thoroughly  last  year,  particularly  in  a  colloquy  be- 
tween the  now  chairman  and  Governor  Eccles  and  Dr.  Goldenweiser, 
who  is  the  economist  for  the  Federal  Reserve  Board,  and  the  state- 
ment was  made,  either  by  Governor  Eccles  or  by  Dr.  Goldenweiser, 
or  both,  that  there  was  no  particular  reason  why  the  Government 
should  not  issue  its  own  currency  or  checks  against  bonds. 

Mr.  Brougham.  I  recall  that  testimony. 

Mr.  Clark.  Except  that  the  costs  of  printing,  the  costs  of  han- 
dling the  transaction,  would  mean  that  they  would  save  practically 
nothing.    Are  you  familiar  with  that? 

Mr.  Brougham.  Yes;  I  remember  that.  In  other  words,  it  was 
really  cheaper  to  allow  the  system  to  do  it  under  the  existing  money 
rates. 

Mr.  Clark.  The  cost  of  printing,  and  all  that  sort  of  thing,  would 
come  within  a  very  small  decimal  of  what  they  had  to  pay  to  the 
banks. 

Mr.  Brougham.  Yes,  sir. 

Mr.  Clark.  I  was  just  wondering  what  you  had  to  say  about  that. 
I  think  that  there  is  no  inherent  reason  why  the  Government,  if  it 
provides  a  system  of  amortization  so  that  it  will  be  sure  to  get  back 
by  taxes  the  amount  of  money  that  it  issues,  which,  of  course,  is 
the  trouble  with  the  issuance  of  any  money,  without  something 
amortized  

Mr.  Brougham.  There  is  nothing  against  that. 

Mr.  Clark.  What  advantage  would  the  Government  gain  if  it 
is  almost  as  cheap  to  sell  it  to  the  banks  ? 

Mr.  Brougham.  I  can  answer  your  question  a  little  superficially 
by  saying  that  Governor  Eccles  was  speaking  of  a  condition  in  the 
money  market  which  does  not  often  obtain.  But  the  real  answer 
to  Governor  Eccles  is  that  we  have  a  money  system  which  is  main- 
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tained  by  private  groups  that  have  the  license  to  manufacture  credits 
that  serve  as  money  for  the  American  people,  and  to  manufacture 
them  in  such  a  way  that  they  can  only  be  put  in  circulation  as  added 
debt,  which  gives  its  private  manufacturers  the  power  to  withdraw 
that  money  from  our  economy,  in  satisfaction  of  the  interests  of 
their  private  stockholders,  at  times  when  it  is  of  enormous  conse- 
quence to  the  American  people  as  a  whole  to  have  that  money  re- 
tained in  the  system  and  operating  for  their  system  of  exchange  of 
goods  and  services. 

That  is  the  proper  answer  to  Governor  Eccles  for  what  is  urged 
in  the  way  of  a  special  plea  

Mr.  Clark.  And  I  think  it  is  a  very  pertinent  answer.  Of  course, 
in  the  issuance  of  credits  by  the  Government  or  by  the  private 
banks,  they  must  have  a  set-up,  a  simultaneous  mechanism,  to  retire 
those  credits  by  taxes. 

Mr.  Brougham.  We  could  set  up  that  mechanism,  and,  in  fact,  we 
have  done  it  in  title  4  of  this  bill,  so  that  it  could  be  constantly 
retired  and  so  that  the  American  people  might  prove  to  themselves 
that  they  were  able  to  retire  any  credits  that  they  issued  under  this 
system.  I  believe  that  they  would  not  actually  come  to  doing  that, 
because  under  our  system  of  issuance  and  retirement  at  stated  inter- 
vals, if  the  credits  or  the  money  that  is  retired  is  not  immediately 
renewed,  then  we  have  a  cataclysm  such  as  we  had  in  1929.  Why 
not,  so  long  as  we  have  statistical  evidence  that  we  can  retire  it, 
leave  it  permanently  outstanding,  so  long  as  it  is  balanced  against 
a  permanent  volume  of  goods  in  trade?  But  I  have  no  objection  to 
our  retiring  it  by  the  tax  method,  every  cent  that  is  issued  under 
this  system,  provided  that  we  have  a  method  of  reissuing  as  the 
volume  of  trade  and  the  increased  volume  of  trade  requires. 

Mr.  Clark.  And  if  we  do  not  provide  a  machinism  for  the  retire- 
ment of  anything  issued  by  the  Government,  whether  it  be  currency, 
credits,  or  bonds,  then  you  always  have  the  human  frailty  of  wanting 
to  issue  more  all  the  time  in  order  to  avoid  the  taxation. 

CHANGES  IN  RETAIL  DISCOUNT  RATE 

Mr.  Brougham.  All  right;  there  is  no  objection  to  it. 

Mr.  Spence.  The  retail  discount  rate  would  vary  from  time  to 
time,  as  I  understand  it,  under  this  bill  ? 

Mr.  Brougham.  It  would  vary  from  time  to  time,  according  to 
the  indexes  of  the  rate  of  consumption  and  the  rate  of  production 
and  of  the  industrial  capacity  for  wanted  goods;  and  as  that  capac- 
ity increased,  and  increased  with  satisfactory  evidence  that  it  would 
be  permanent,  we  might  have  annother  issue  to  be  applied  in  the 
same  way,  but  only  as  it  was  demonstrated  by  the  indexes  that  we 
had  that  capacity  as  a  permanent  feature  of  our  productive  system, 
being  satisfied  that  our  volume  of  production  was  permanently 
increased. 

Mr.  Spence.  Would  you  not  anticipate  that  there  would  be  a 
change  from  day  to  day  ? 

Mr.  Brougham.  No;  we  would  not  anticipate  the  change.  We 
would  first  demonstrate  that  the  capacity  actually  existed,  and  then 
when  we  voted  the  credit,  we  would  withhold  that  credit  until  the 
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goods  were  sold  in  added  volume,  according  to  that  added  capacity, 
before  any  credit  had  been  applied. 

Mr.  Spence.  And  that  is  taken  care  of  by  the  credit  certificates? 

Mr.  Brougham.  Yes,  sir;  that  is  taken  care  of  by  the  credit  certifi- 
cates which  are  issued  only  upon  evidence  of  capacity. 

RETIREMENT  OF  CREDIT  CERTIFICATES 

Mr.  Spence.  How  are  the  credit  certificates  to  be  retired? 

Mr.  Brougham.  By  a  sinking  fund  and  by  other  measures  to 
which  title  4  is  entirely  devoted. 

Mr.  Spence.  Do  you  anticipate  that  those  credit  certificates  will 
amount  to  billions  of  dollars,  say,  eighteen  billions  in  the  first  year? 

Mr.  Brougham.  Well,  I  should  say  about  thirty-six  billions  would 
be  the  real  figure.   I  cut  it  down  to  eighteen  billions. 

Mr.  Spence.  And  they  would  be  issued  against  bonds  that  you  say 
the  Government  would  issue? 

Mr.  Brougham.  Yes;  the  Government  could  issue  them  and  hold 
them. 

Mr.  Spence.  Whom  would  the  bonds  be  payable  to?  Would  the 
Government  make  them  payable  to  itself? 

Mr.  Brougham.  How  is  a  Government  bond  worded?  Is  it 
worded  to  any  individual? 

Mr.  Spence.  It  is  made  payable  to  bearer. 

Mr.  Brougham.  Then  the  Government  might  itself  be  the  bearer — 
payable  to  itself. 

Mr.  Spence.  The  demand  for  those  bonds,  then,  would  not  reflect 
at  all  on  the  credit  of  the  Government,  because  the  Government  can 
print  them  day  and  night  and  issue  its  certificates  against  them? 

Mr.  Brougham.  I  would  not  say  day  and  night.  Day  and  night 
would  not  be  the  criterion  by  which  we  shall  issue  the  bonds.  The 
criterion  would  be  the  available  unused  capacity  of  the  industries 
of  the  country. 

Mr.  Spence.  But  it  would  not  be  based  upon  the  credit  of  the 
Government,  either? 

Mr.  Brougham.  The  real  credit  of  the  Government  is  the  real 
credit  of  the  American  people,  which  consists  in  their  capacity  to 
produce,  and  it  would  be  upon  that  security  that  these  certificates 
would  be  issued.  There  is  no  other  credit  in  the  world  than  the 
capacity  to  produce  and  deliver  goods. 

Mr.  Spence.  In  the  last  analysis,  these  certificates  would  be  issued 
merely  on  the  faith  and  credit  of  the  Government? 

Mr.  Brougham.  And  its  taxing  power. 

Mr.  Spence.  And,  as  to  the  printing  of  the  bonds  behind  these 
certificates,  they  would  be  retained  by  the  Government? 

Mr.  Brougham.  I  have  no  objection  to  the  Government  issuing 
the  bonds  and  being  the  bearer,  and  that  is  all  that  it  would  be. 
The  bonds  are  only  a  visible  symbol  of  the  taxing  power  of  the 
the  Government,  which  is  there  at  any  time.  The  Government  can 
at  any  time  retire  these  certificates,  and  there  would  be  behind  them 
the  taxing  power  of  the  Government  and  the  entire  power  of  the 
American  people  to  produce  and  deliver  goods. 

Mr.  Clark.  The  bond  would  be  just  a  control  mechanism. 
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Mr.  Spence.  These  certificates  would  represent  exactly  the  same 
thing,  whether  the  bonds  were  printed  by  the  Governoment  or  not. 

Mr.  Brougham.  Certainly;  because  the  taxing  power  is  behind 
them  all  the  time. 

Mr.  Spexce.  So  that  there  would  not  be  any  use  at  all  in  printing 
any  bonds. 

Mr.  Brougham.  I  do  not  see  any  use,  except  if  people  hollered  for 
them  they  might  have  them. 

Mr.  Clark.  Well,  there  would  be  a  sinking  fund  set  up? 
Mr.  Brougham.  We  have  the  sinking  fund  there. 

BILLS  CONTRASTED 

Mr.  Clark.  May  I  ask  just  one  question  more? 
Mr.  Goldsborough.  Proceed. 

Mr.  Clark.  Mr.  Chairman,  how  does  this  bill  differ  in  its  essential 
aspects  from  your  previous  money  bill  which  you  had  here  last  year  ? 

Mr.  Goldsborough.  This  is  the  first  bill  that  I  ever  introduced 
based  on  the  theory  that  society  is  entitled  to  receive  everything 
that  society  can  produce,  and  the  assumption  in  the  method  em- 
ployed is  that  the  discount  of  retail  prices  for  goods  that  go  directly 
to  the  consumer  can  be  regulated  in  such  a  way  as  to  maintain  the 
country  at  100  percent  productive  capacity. 

Mr.  Clark.  It  incorporates  the  essential  ideas  of  your  previous 
bill  and  then  goes  beyond  it  ? 

Mr.  Goldsborough.  And  then  goes  beyond  it. 

The  committee  will  adjourn  until  half  past  10  tomorrow  morning. 
At  half  past  10  Senator  Owen  will  be  heard.  Mr.  Walter  Hampden, 
from  the  Xew  Economics  group,  of  Xew  York,  is  here,  and  I  do  not 
know  whether  there  will  be  any  further  witnesses.  If  necessary  the 
committee  will  continue  in  session  tomorrow  afternoon. 

Mr.  Brougham,  we  are  very  grateful  to  you  for  your  contribution. 
We  all  enjoyed  it  very  much.  I  am  sure  that  you  gave  the  com- 
mittee very  distinct  information. 

Mr.  Shibley,  have  you  any  views  on  this  bill  that  you  would  like 
to  express? 

Mr.  Shibley.  I  am  not  quite  ready  yet. 

(Thereupon,  at  5  p.  m.,  an  adjournment  was  taken  until  Tuesday 
morning,  Apr.  28,  1936,  at  10:30  a.  m.) 
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TUESDAY,  APRIL  28,  1936 

House  of  Representatives. 
Committee  ox  Banking  and  Currency. 

Washington,  D.  C. 
The  committee  met  at  10:43  a.  m.,  Hon.  T.  Alan  Goldsborough 
presiding. 

Mr.  Goldsborough.  Senator  Owen,  we  would  be  very  glad  to  hear 
you,  sir. 

STATEMENT  OF  HON.  ROBERT  L.  OWEN,  CHAIRMAN  OF  SENATE 
BANKING  AND  CURRENCY  COMMITTEE  DURING  THE  WILSON 
LIBERAL  GOVERNMENT 

Mr.  Owen.  Mr.  Chairman  and  gentlemen  of  the  committee,  the 
bill  which  is  now  under  consideration  provides  for  the  use  of  social 
credit  on  a  large  scale.  The  term  "social  credit"  is  not,  I  believe, 
understood  as  widely  through  the  country  as  it  should  be.  It  means, 
of  course,  the  use  of  the  credit  to  which  society  as  a  whole  is  entitled 
by  inheritance,  by  creative  power,  and  through  the  production  of  the 
great  mass  of  the  people  who  produce  everything  that  is  called 
wealth  in  this  country,  and  it  is  proposed  by  this  bill  to  use  the 
sovereign  power  of  the  Government  of  the  United  States  to  expand 
credit  money  to  whatever  extent  is  necessary,  by  furnishing  to  the 
consumers  an  additional  means  with  which  to  buy  the  products 
of  labor,  thereby  to  adequately  stimulate  the  productive  process 
until  it  shall  be  restored  not  only  to  what  it  was  before  we  had  this 
great  depression,  but  it  should  be  restored  to  what  it  ought  to  be 
when  people  are  free  to  labor,  to  produce  the  things  that  people 
want,  as  they  will  do  when  they  are  furnished  by  their  Government 
with  a  dependable  measure  of  value.  The  need  is  for  an  adequate 
medium  of  exchange,  in  the  transaction  of  the  processes  of  produc- 
tion, transportation,  and  distribution  to  the  consumer,  remembering 
always  that  the  producers  and  the  consumers  are  the  same  people, 
each  one  filling  his  own  particular  niche,  whether  it  be  as  a  laborer 
in  the  factory,  mine,  field,  or  the  fisheries,  or  whether  it  be  a  pro- 
fessional man,  a  plrysician,  or  a  lawyer,  or  a  dentist,  or  whether  it 
be  a  domestic  servant  or  chauffeur — each  one  in  his  place  renders 
a  service  to  his  neighbors  and  is  entitled  to  his  living  and  to  the 
opportunity  to  make  a  living. 

As  to  the  cause  of  our  great  depression  we  liberal  students  have 
clearly  demonstrated  it.  There  is  now  a  large  number  of  students 
who  fully  understand  the  money  question  as  the  main  cause.  They 
are  capable  of  explaining  it  and  defending  it  against  the  attacks 
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of  the  old  historic  economists,  who  believe  in  the  ancient  traditions 
and  classical  learnings  of  150  years  ago,  in  which  the  gold  standard 
was  supposed  to  be  a  dependable  measure  of  value.  The  United 
States,  of  course,  has  now  completely  demonstrated  the  utter  fallacy 
of  that  doctrine,  that  it  is  not  the  gold  content  of  a  dollar,  but  it 
is  the  imprint  of  the  Government,  the  stamp  of  the  Government, 
the  sovereign  power  of  the  Government,  which  makes  it  money, 
and  the  use  of  gold  as  money  gives  it  an  added  value.  Before  we 
had  Government  giving  the  people  dependable  money,  or  money  of 
any  kind,  whether  it  would  be  dependable  or  not,  gold  by  its  nature 
was  a  measure  of  value  commonly  used  by  the  whole  world,  and  it 
is  because  it  was  so  commonly  used  that  the  historic  idea  came  into 
being  that  it  was  the  gold  in  the  money  which  gave  it  the  value. 

As  a  matter  of  fact,  we  now  know  that  of  a  thousand  million 
dollars  of  gold  mined  annually  less  than  $100,000,000  is  used  for 
commodity  purposes  and  in  the  arts  and  sciences,  and  $900,000,000 
of  it  is  used  for  monetary  purposes  by  legislative  authority  of  the 
nations  of  the  world  employing  the  gold  ingots  or  gold  bars  for  the 
purposes  of  international  exchange. 

We  have  learned,  Mr.  Chairman  and  gentlemen  of  the  committee, 
that  the  Congress  of  the  United  States,  which  is  authorized  by  the 
Constitution  of  the  United  States  to  coin  money  and  regulate  the 
value  thereof,  has  failed  to  perceive  the  prime  importance  of  what 
is  taking  place  year  after  year,  and  so  gradually  that  hardly  anyone 
understood  it,  that  the  creative  power  of  the  Government,  the 
sovereign  power  of  the  Government  as  to  coining  money  has  been 
transferred  from  the  Government  to  private  persons. 

I  have  no  sympathy  with  the  abuse  of  the  banks.  I  for  10  years 
served  as  national  bank  president,  and  for  46  years  as  national 
bank  director,  and  I  therefore  have  some  familiarity  with  banks 
and  know  their  value  to  the  community,  to  the  public.  I  have  great 
respect  and  sympathy  for  them.  I  am  one  of  the  mourners  that 
have  looked  at  the  death  of  15.000  of  our  banks  under  this  unwise 
system  which  has  grown  up,  with  great  commiseration  and  sorrow. 
I  see  what  is  taking  place,  as  do  thousands  and  tens  of  thousands 
of  others  who  now  see  it.  who  now  know.  Mr.  Chairman,  that  the 
money  which  transacts  95  percent  of  all  of  the  business  of  the 
American  people  is  created  by  the  banks  and  their  millions  of 
borrowers  by  the  simple  process  of  the  bank  lending  money  to  the 
borrower  against  the  property  of  the  borrower  as  a  safeguard,  a 
collateral,  and  giving  the  depositor  a  deposit  slip  saving  that  he  has 
deposited  10.000  with  the  bank— 10,000  of  what?"  Ten  thousand 
dollars  of  money,  which  the  bank  agrees  to  pay  on  demand,  and 
which  the  bank  further  agrees  to  convert  into  legal  tender  money, 
if  necessary.  Fortunately  we  now  have  made  all  money  legal  tender, 
and  gotten  rid  of  one  of  the  serious  bars  to  the  future  progress  of 
our  happiness. 

It  is  worth  while  to  inquire  how  much  money  the  people  should 
have  for  the  purposes  of  transacting  their  business.  Well,  fortu- 
nately, the  people  have  to  some  extent,  and  only  to  some  extent, 
furnished  us  with  the  evidence  of  how  much  money  they  need.  That 
need  is  shown  by  their  deposits  in  1929  which,  excluding  interbank 
deposits,  amounted  to  55  billion  dollars. 
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Now,  of  those  55  billions  of  deposits  in  1929,  over  9  billions  were 
savings  accounts  in  the  mutual  savings  banks  which  the  people 
wanted  because  they  needed  such  funds  as  savings  to  meet  any  con- 
tingency of  life,  sickness,  death,  marriage,  birth — all  of  the  things 
which  occasion  a  sudden  call  upon  the  family  for  an  extra  expense. 

In  addition  to  those  9  billions,  there  were  about  10  billions  of 
additional  savings  accounts  in  the  commercial  banks  of  the  United 
States.  In  addition  to  that,  there  were  about  24  billions  of  demand 
deposits  at  that  time,  and  about  21  billions  of  time  deposits  which 
included  the  savings  accounts. 

MALDISTRIBUTION  OF  THE  MONEY  SUPPLY 

Mr.  Chairman,  recently  I  asked  the  Federal  Deposit  Insurance 
Corporation  to  make  for  me  a  subdivision  of  the  bank  deposits  at 
the  time  the  Corporation  went  into  business  in  1934.  I  have  here 
the  reply  which  I  submit  for  the  record  as  exhibit  1. 

Mr.  Goldsborough.  Without  objection,  the  exhibit  will  be  in- 
serted in  the  record,  and  then  you  may  proceed  and  describe  it. 

Exhibit  1 

Federal  Deposit  Insurance  Corporation, 

Washington,  April  25.  1936. 

Mr.  Robert  L.  Owen, 

Washington,  D.  C. 

Dear  Mr.  Owen  :  In  accordance  with  your  request,  I  am  enclosing-,  herewith, 
data  relating  to  the  deposits  of  operating  banks  in  the  continental  United 
States  on  December  31,  1935,  and  insured  and  uninsured  deposits  in  operating 
banks  on  October  1,  1934.  * 

You  will  observe  that  the  figures  relating  to  the  different  kinds  of  deposits 
in  the  noninsured  commercial  banks  have  been  estimated.    For  this  reason 
the  material  should  be  taken  as  indicative  rather  than  definitive.    The  results, 
however,  should  be  sufficiently  accurate  for  your  purposes. 
Very  truly  yours, 

Donald  S.  Thompson. 
Senior  Research  Assistant. 

Insured  and  uninsured  deposits  vn  operating  banks  in  the  United  states  as  of 

Oct.  1,  1984 


[In  millions  of  dollars] 


Number 
of  banks 

Total 
deposits 

Insured 
deposits 

Uninsured 
deposits 

Insured  commercial  banks    

14,  OGO 
1. 148 

68 
506 

35, 987 
893 
1,038 
8,501 

15, 654 

20, 333 
893 
237 
8,501 

Noninsured  commercial  banks  1     

Insured  mutual  savings  banks   

801 

Noninsured  mutual  savings  banks  2   ...  .   

1  Deposits  are  as  of  June  30  or  Dec.  31,  1934. 

2  Deposits  are  as  of  June  30,  1934. 


Mr.  Owen.  When  the  Federal  Deposit  Insurance  Corporation  re- 
ported on  the  deposits  in  the  hanks  of  the  country  in  October  L934 
they  made  a  very  interesting  disclosure  which  I  call  to  your  atten- 
tion. It  is  a  matter  of  supreme  importance  in  my  judgment  and 
will  assist  the  committee  in  arriving  at  a  just  judgment  as  to  what 
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is  necessary  to  be  done  to  relieve  this  country  from  unemployment 
and  from  inactivity  of  our  producing  forces. 

They  found  that  in  all  of  the  commercial  banks  of  the  United 
States  there  were  $35,000,000,000  of  deposits,  $20,000,000,000  of  which 
were  above  $5,000,  and  which  were  held  by  less  than  2  percent  of  the 
depositors,  and  98  percent  of  the  deposits,  consisting  of  49,750,000 
deposits,  not  depositors,  but  deposits,  some  people  having  1,  2,  or 
3  deposits — they  found  that  98  percent  of  the  deposits  represented 
only  $15,000,000,000;  and  of  those  $15,000,000,000,  I  find  upon  exam- 
ination and  from  the  record  that  I  am  speaking  to  you  about  that 
about  $11,000,000,000  of  that  $15,000,000,000  in  1934  were  savings 
accounts,  leaving  about  49  million  deposits  with  less  than  $4,000,- 
000,000  upon  which  they  could  check  for  the  transaction  of  the  na- 
tional business.  A  part  of  that  $4,000,000,000  is  time  deposits,  too, 
but  the  classification  is  not  completely  available  as  to  the  amount. 
I  do  not  know  how  much  of  that  $4,000,000,000  is  time  deposits,  but 
about  $1,000,000,000  represents  certificates  of  deposits.  It  is  suffi- 
cient for  your  committee  to  observe  that  49  million  deposits  had  a  re- 
servoir of  checking  accounts  of  about  $3,000,000,000  or  less,  whereas 
there  has  drifted  into  the  hands  of  our  great  corporations  as  sur- 
plus reserves  in  part — and  that  classification  is  not  definitely  known 
to  me — $20,000,000,000.  approximately,  a  very  large  part  of  which  is 
subject  to  check. 

consumers'  dividends 

I  have  shown  the  inadequacy  of  purchasing  power  in  the  hands  of 
the  consumers.  I  was  present  yesterday  morning  and  heard  the 
explanation  given  with  regard  to  the  relationship  between  produc- 
tion and  consumption,  and  I  found  myself  in  complete  accord  with 
what  Mr.  Harvey  said  on  that  subject ;  namely,  that  when  the  pro- 
ducing element  in  our  Nation  are  producing  they  pay  out  in  wages, 
salaries,  and  for  materials  an  amount  that  is  the  cost  of  production, 
and  then  when  they  sell  the  product  these  producers  receive  back 
their  cost  of  production  plus  their  profit,  and  if  that  profit  shall  be 
kept  for  reinvestment  it  means  the  piling  up  of  goods  and  a  tendency 
to  the  discharge  of  work  people  except  as  that  profit  shall  be 
expended  by  some  in  production. 

In  this  great  depression  the  quantity  of  production  went  down 
to  where  the  country's  productive  capacity  was  nearly  three  times 
the  quantity  of  the  people's  purchasing  power.  The  evils  have  been 
dreadful,  along  with  lawlessness,  an  instance  of  which  has  been  that 
the  jobless  took  possession  of  the  hall  of  the  assembly  in  New  Jersey, 
and  in  Wisconsin. 

The  public  in  general  have  the  idea  that  they  know  what  is  hap- 
pening in  this  depression.  I  wonder!  I  wonder  if  that  is  so! 
Have  any  of  you  in  this  committee  ever  visualized  the  20.000  Ameri- 
can citizens  who  annually  have  committed  suicide  ? 

It  is  easy  to  speak  of  $1,000,000,000  of  money  in  productive  capacity. 
We  know  that  our  productive  capacity  is  at  least  forty  or  fifty  bil- 
lions more  than  at  present.  Take  the  Loeb  Chart  of  Plenty,  a  report 
made  as  the  result  of  the  work  of  60  experts  who  examined  this  ques- 
tion, that  our  unemployed  productive  capacity  in  the  last  5  years  has 
caused  us  a  loss  of  wealth  which  we  could  have  enjoyed  approximately 
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equal  to  the  total  wealth  of  the  United  States  at  this  time.  We  have 
every  reason  to  believe  that  that  is  so.  AVe  talk  in  almost  light  terms 
of  a^ billion  dollars,  but  a  million  dollars,  if  it  were  in  silver  bullion 
at  $5  a  troy  pound,  would  take  200.000  pounds  to  make  a  million 
dollars.  It 'would  take  2,000  men  walking  one  by  one  with  a  bag  of 
100  pounds  of  bullion  silver  on  the  shoulder  of  each  one  of  them, 
throwing  it  down  in  this  room,  to  make  $1,000,000,  and  $1,000,000,000 
is  a  thousand  times  as  great. 

LOSSES  FROM  THE  DEPRESSION 

I  was  interested,  Mr.  Chairman  and  gentlemen  of  the  committee, 
in  a  report  which  I  have  received  from  the  collector  of  internal  reve- 
nue on  the  income-reporting  corporations  of  this  country.  They, 
between  December  1929  and  December  1933,  charged  off  $68,000,- 
000,000  of  assets. 

Prof.  Irving  Fisher  puts  the  loss  in  American  property  due  to  the 
shrinkage  in  money  supply  at  200  billion  dollars. 

The  effect  on  the  common  stocks  in  the  New  York  stock  market  was 
a  shrinkage  from  $77,000,000,000  in  value  in  1929.  down  to  a  mini- 
mum of  $13,000,000,000.  That  is  an  exhibit  of  the  shrinkage  of  value 
we  have  had  in  the  American  dollar.  Thus  in  1932  the  American 
dollar  bought  five  times  as  much  of  the  property  invested  in  our  great 
productive  corporations  in  this  country  as  it  did  4  years  before. 

Consider  the  measure  of  value  we  have  had  in  this  country  in  terms 
of  bread,  meat,  and  clothes.  Measured  in  those  commodities  our 
American  dollar  in  1932  was  two-thirds  above  normal,  the  1926  price 
level ;  and  276  percent  above  wha^  it  was  in  May  1920 ;  and  you  must 
remember  that  when  you  measure  the  dollar  by  the  commodity  index 
you  measure  the  change  in  the  dollar  by  the  most  favorable  factor 
which  is  available  for  our  use.  In  the  depression  the  volume  of  the 
commodities  went  down  to  nearly  one-half,  and  the  value  of  the 
commodities  should  have  increased  to  twice  what  they  were.  Instead 
of  that  being  true,  being  twice  what  they  were,  instead  of  being  200. 
as  they  ought  to  have  been,  we  saw  them  go  down  to  60  in  1933. 

THE  OWEN  MONETARY  CHART 

Now,  Mr.  Chairman,  with  a  view  to  understanding  the  science  of 
money  and  to  making  it  possible  to  convey  to  others  a  reasonable  un- 
derstanding of  what  has  taken  place,  why  it  has  taken  place,  and 
what  the  cure  is,  I  have  asked  the  Federal  Reserve  Bureau  of  Research 
to  collate  for  me  the  figures  in  the  form  of  a  monetary  chart.  This 
chart  I  present  to  the  committee,  accompanied  by  a  letter  from  the 
director  of  the  said  bureau  of  research,  and  I  wish  to  add  my  expla- 
nation of  the  chart. 

Mr.  Goldsborough.  Without  objection,  the  letter  and  chart  will  be 
inserted  in  the  record,  Senator. 

Exhibit  2 

The  Owen  Monetary  Chart 

To  present  to  the  reader  an  intelligent  birds-eye  view  of  the  relation  between 
the  quantity  of  the  people's  medium  of  exchange  and  prosperity,  I  recently 
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requested  the  Federal  Reserve  Board's  research  bureau  to  supply  me  with 
condensed  figures  of  the  items  set  forth  in  the  accompanying  chart.  Here- 
with is  the  letter  of  transmittal. 

Board  of  Govenors  of  the  Federal  Reserve  System, 

Washington,  February  20,  WB6. 

Hon.  Robert  L.  Owen, 

Washington,  D.  G. 

Dear  Senator  Omen  :  I  am  sending  you  a  table  that  gives  as  much  of  the 
information  your  table  form  called  for  as  we  are  able  to  find.  We  have  had 
it  retyped  and  have  had  to  change  the  headings  somewhat  in  order  to  make 
them  fit  more  accurately  the  data  which  we  are  able  to  present.  A  statement 
explaining  each  item  is  also  attached. 

I  hope  that  this  information  will  serve  your  purpose. 
Very  truly  yours, 

E.   A.  GOLDENWEISER, 

Director  of  Research  and  Statistic*. 

NOTES  TO  TABLE  PREPARED  AT  THE  REQUEST  OF  THE  HON.  ROBERT  L.  OWEN 

1.  Number  of  national  banks  (June  30  or  nearest  date)  :  All  national  banks 
in  the  continental  United  States. 

2.  Number  of  State  banks  (June  30  or  nearest  date)  :  All  State  commercial 
banks,  trust  companies,  mutual  and  stock  savings  banks,  and  such  private  and 
industrial  banks  as  are  included  in  abstracts  issued  by  State  banking  depart- 
ments. Also  includes  beginning  with  June  1934,  private  banks  which,  pursuant 
to  the  provisions  of  section  21  (a)  of  the  Banking  Act  of  1933,  have  agreed  to 
examination  by  the  Comptroller  of  the  Currency  or  a  Federal  Reserve  bank. 

3.  Total  number  of  banks  (June  30  or  nearest  date)  :  Includes  banks  men- 
tioned in  1  and  2. 

4.  Total  loans,  all  banks  (in  billions  of  dollars;  June  30  or  nearest  date)  : 
See  notes  to  1  and  2  for  list  of  banks  covered. 

5.  Total  investments,  all  banks  (in  billions  of  dollars;  June  30  or  nearest 
date)  :  See  notes  to  1  and  2  for  list  of  banks  covered. 

6.  Total  deposits,  all  banks  (in  billions  of  dollars;  June  30  or  nearest  date)  : 
Exclusive  of  interbank  deposits.    See  notes  to  1  and  2  for  list  of  banks  covered. 

7.  Cash  in  vault,  all  banks  (in  millions  of  dollars;  June  30  or  nearest  date)  : 
Figures  compiled  by  the  Comptroller  of  the  Currency.  No  figures  are  available 
subsequent  to  those  given.  Cash  in  vault  was  large  through  1917  because  the 
transfer  of  reserves  by  member  banks  to  the  Federal  Reserve  banks  was  not 
completed  until  that  year.  There  are  minor  differences  between  the  banks 
covered  by  these  figures  and  those  covered  in  3~6. 

8.  United  States  money  in  circulation  (in  billions  of  dollars;  end  of  June 
figures)  :  Money  outside  Treasury  and  Federal  Reserve  banks  (prior  to  Novem- 
ber 1914,  money  outside  Treasury).  Figures  after  January  31,  1934,  do  not 
include  gold  coin ;  prior  figures  for  purposes  of  comparison  with  current  figures 
have  been  reduced  by  $287,000,000,  the  estimated  amount  of  gold  coin  in  circula- 
tion on  January  31,  1934.  Figures  prior  to  June  21,  1917  (when  legislation 
became  effective  changing  reserve  requirements  of  member  banks),  while  com 
parable  with  one  another,  are  not  strictly  comparable  with  those  for  succeeding 
dates ;  the  transfer  to  the  Federal  Reserve  banks  of  that  part  of  legal  reserves 
of  member  banks  formerly  held  in  own  vaults  reduced  the  volume  of  money 
outside  Treasury  and  Federal  Reserve  banks.  The  increasing  membership  ol 
State  banks  in  the  Federal  Reserve  System  after  June  1917,  had  a  similar  effect 
upon  the  figures.    The  1936  figure  given  is  for  the  end  of  January. 

9.  Total  Reserve  bank  credit  outstanding  (in  billions  of  dollars;  and  of  June 
figures)  :  Includes  bills  bought  and  discounted  by  Reserve  banks.  United 
States  Government  securities  held,  and  other  Reserve  Bank  credit.  The  H&6 
figure  given  is  for  January  30. 

10.  Total  capital,  surplus,  and  net  undivided  profits,  all  banks  (in  billions  of 
dollars;  June  30  or  nearest  date)  :  Figures  compiled  by  the  Comptroller  of  the 
Currency.  No  figures  are  available  subsequent  to  those  given.  Includes  in 
1934  capital  notes  and  debentures  in  banks  other  than  national. 

11.  Total  number  of  depositors  :  Figures  on  the  total  number  of  depositors 
are  not  available. 

12  (a).  Debits  to  individual  accounts  in  141  centers  (in  billions  of  dollars; 
annual  figures)  :  Includes  debits  on  the  books  of  reporting  banks  to  the  accounts 
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of  individuals,  firms,  corporations,  and  of  the  United  States  Government,  in- 
cluding war-loan  deposit  accounts;  also  debits  to  savings  accounts,  payments 
from  trust  companies,  and  certificates  of  deposit  paid.  Does  not  include  debits 
to  the  accounts  of  other  banks  or  in  settlement  of  clearing-house  balances,  the 
payment  of  cashiers'  checks,  charges  to  expense  and  miscellaneous  accounts, 
corrections,  and  similar  charges.  Figures  for  1933  are  for  11  months,  excluding 
March.    [Checks  cashed.] 

12  (b).  Estimated  debits  to  individual  accounts — all  commercial  banks  (in 
billions  of  dollars;  annual  figures)  :  The  estimate  for  unreported  debits  used 
in  arriving  at  the  estimate  of  debits  of  all  commercial  banks  is  based  on 
rhe  amount  of  deposits  in  banks  other  than  the  reporting  banks  on  the 
assumption  that  balances  in  these  banks  were  drawn  upon  approximately  as 
many  times  in  the  course  of  a  year  as  were  balances  in  reporting  banks  in 
smaller  cities.    [Checks  cashed.] 

13.  Estimated  national  income  (1929=100;  annual  figures)  :  There  are  no 
uniform  dollar  figures  for  national  income  extending  as  far  back  as  1913. 
The  series  of  index  numbers  given  is  based  on  several  different  estimates  of 
national  income.  For  a  discussion  of  theni  see  an  article  entitled  "The  National 
Income  and  Its  Distribution",  by  W.  L.  Crum,  in  the  Journal  of  the  American 
Statistical  Association  for  March  1935.  Dollar  estimates  for  recent  years  made 
by  the  Department  of  Commerce  are,  in  millions  of  dollars,  as  f olllows : 


1929 

1930 

1931 

1932 

1933 

1934 

Income  produced,.   

SSI,  034 
2,  402 
78,  632 

$67,917 
-5,015 
72,  932 

$53,  564 
-8, 120 
61,  704 

$39,  545 
-8,817 
48,  362 

$41.N*9 
-3,  051 
44.  940 

$48,  561 
-1,628 
50, 189 

Business  savings    

Income  paid  out                       ...  _. 

14.  Purchasing  power  of  the  dollar  (1920=1.000;  June  figures):  Based  on 
the  wholesale  price  index  for  all  commodities  of  the  Bureau  of  Labor  Sta- 
tistics. The  figures  are  derived  by  dividing  100  by  the  wholesale  price  index 
for  any  given  date.   The  1930  figure  is  for  January. 

15.  V.'holesale  prices,  all  commodities  (1926=100;  June  figures):  Compiled 
by  the  Bureau  of  Labor  Statistics.   The  1936  figure  is  for  January. 

16.  Wholesale  prices,  farm  products  (1926=100;  June  figures). 

17.  Price  of  cotton-middling  at  New  Orleans  (cents  per  pound;  June  30 
figures)  :  Compiled  by  the  Department  of  Agriculture.  The  103(5  figure  is 
for  January  30. 

18.  Market  value  <>f  stocks  listed  on  the  New  York  Stock  Exchange  (in 
billions  of  dollars;  July  1  figures):  Compiled  by  the  New  York  Stock  Ex- 
change.   The  1930  figure  is  for  January  1. 

19.  Total  ordinary  receipts  of  United  States  Treasury  (in  billions  of  dollars; 
fiscal  years  ending  June  30)  :  Compiled  by  United  States  Treasury  Depart- 
ment. Receipts  from  June  30,  1935,  to  January  31,  1936,  were  $2,300,000,000; 
receipts  for  the  corresponding  previous  half  fiscal  year  were  $2,200,000,000. 

20.  Exports,  including  reexports  (in  billions  of  dollars;  annual  figures): 
Compiled  by  the  United  States  Department  of  Commerce. 

21.  General  imports  (in  billions  of  dollars;  annual  figures):  Compiled  by 
United  States  Department  of  Commerce. 

22.  Physical  volume  of  gross  domestic  output  (1923-25=100:  annua]  fig- 
ures) :  Figures  for  the  value  of  annual  production  are  not  available.  The 
series  given  is  for  the  physical  volume  of  gross  domestic  output  (of  commodi- 
ties and  related  services)  and  is  based  on  estimates  made  by  the  National 
Bureau  of  Economic  Research  in  terms  of  1929  dollars.  See  the  bulletin  of 
the  National  Bureau  of  Economic  Research  for  November  15.  1934.  on  "Gross 
Capital  Formation,  1919-83*',  by  Simon  Kuznets. 

23.  Construction  contracts  awarded  (192S-25  average=10  ) ;  annual  figures)  : 
Based  on  a  3  months  moving  average  of  F.  W.  Dodge  data  centered  at  the 
second  month. 

24.  Freight-car  loadings  (1923-25  average=100:  annual  figures). 

25.  Estimated  number  of  unemployed  (in  millions:  June  figures)  :  Estimates 
of  the  National  Industrial  Conference  Board. 

26.  Brokers'  loans  (in  billions  of  dollars;  average  of  daily  figures  for  June)  : 
Loans  to  brokers  and  dealers  secured  by  stocks  and  bonds  made  by  reporting 
member  banks  in  New  York  City. 
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27.  Number  of  shares  listed  on  New  York  Stock  Exchange  (in  billions;  July 
1  figures)  :  Compiled  by  the  New  York  Stock  Exchange.  The  1936  figure  is 
for  January  1. 

28.  Losses  to  depositors  in  suspended  banks:  Figures  of  losses  to  depositors 
in  suspended  banks  are  not  available  on  an  annual  basis.  The  following  figures 
for  certain  periods  have  been  compiled  by  the  Federal  Deposit  Insurance  Cor- 
poration : 


Period  » 

All  commer- 
cial banks 

All  mutual 
savings  banks 

1865-20    

$262, 600, 000 
815,  300,  000 
2,  333, 100,  000 

1920-30  

$6,  500, 000 
11,900,000 

1931-34  

Total  

3,411,000,000 

18, 400, 000 

1  In  which  banks  suspended. 


Several  columns  were  added  including  the  suicides,  obtained  from  the  Library 
of  Congress,  Legislative  Reference  Service,  column  25  (b),  and  the  commercial 
failures  obtained  from  Dun  and  Bradstreet,  columns  29  and  30,  and  the  esti- 
mated number  of  unemployed  by  the  American  Federation  of  Labor,  column 
25  (a). 

MONETARY  PRINCIPLES  DEMONSTRATED  BY  THE  CHART 

Mr.  Owen.  In  the  principles  of  monetary  science  it  is  well-estab- 
lished that  the  value  of  money  depends  upon  the  supply  of  money 
in  relation  to  the  demand  for  money.  This  was  brilliantly  set  forth 
By  Gustave  Cassel  in  his  lectures  beore  the  University  o  Columbia 
on  post-war  monetary  stabilization. 

The  chart  demonstrates  this  principle  with  unerring  accuracy, 
with  incontrovertible  evidence,  and  that  is  the  purpose  of  this  chart. 
It  shows  from  authentic  records  the  manner  in  which  the  American 
people,  through  the  banks,  have  expanded  and  contracted  the  money 
supply.  Since  the  World  War  the  indefensible  expansion  and  con- 
traction of  credit  (money)  has  resulted  in  two  booms  and  two 
depressions. 

The  figures  as  to  the  number  of  banks  (column  3)  show  that  from 
1913  to  1936  the  number  of  national  and  State  banks  expanded  to 
30,000  and  then  down  to  less  than  15,000— less  than  half. 

As  to  the  loans  and  investments  by  these  banks  the  figures  show 
(columns  4  and  5)  and  the  deposits  resulting  therefrom  (column  6) 
the  extent  to  which  these  loans  and  deposits  were  contracted.  When 
the  money  supply  was  expanding  the  people  were  increasingly  em- 
ployed and  production  expanded.  This  is  evidenced  by  the  car  load- 
ings and  expansion  of  building  contracts.  When  the  contraction 
took  place,  as  it  did  in  the  two  depressions,  ruin  followed. 

In  the  first  depression  beginning  in  1920,  5,000  banks  were  "dried 
up",  and  5  million  people  became  unemployed."  From  1929  to  date 
the  greater  contraction  of  check  money  resulted  in  the  destruction 
of  15,000  banks  and  that  15  million  people  were  thrown  out  of 
employment.  That  contraction  resulted  in  our  income-reporting 
corporations  charging  off  $68,000,000,000  of  their  assets,  from  De- 
cember 1929  to  December  1933.  It  resulted  in  the  drop  of  market 
prices  of  common  stocks  from  $77,000,000,000  to  $15,000,000,000  in 
1932.  It  cut  down  our  exports  and  imports  to  one-third;  and  our 
ordinary  revenue  to  the  Government  from  $4,200,000,000  to  $2,100,- 
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000,000.  It  resulted  in  the  destruction  of  the  value  of  the  farms 
and  ranches  to  less  than  half,  1921  to  date.  Year  by  year  the  effects 
of  that  contraction  is  shown  accurately  by  the  decline  in  car  load- 
ings and  the  drop  in  the  index  as  a  whole  of  physical  production, 
also  the  number  of  the  unemployed  (columns  22  to  25a). 

In  column  15  is  set  forth  year  by  year  the  all-commodity  index; 
and  in  column  13  the  estimated  total  value  of  national  income  to  all 
the  people. 

I  sum  it  all  up  by  repeating  what  I  stated  as  the  general  principle 
a  moment  ago.  that  the  great  principle  of  monetary  science  is  the 
law  of  supply  and  demand,  that  the  value  of  money  depends  on  the 
supply  of  money  in  relation  to  the  demand  for  money.  And  the 
checks  drawn  on  the  banks  are  check  money.  The  volume  of  this 
check  money  is  shown  year  by  year  in  columns  12a  and  12b. 

The  chart  demonstrates  that  great  principle,  and  I  ask  this  com- 
mittee and  Congress  to  do  their  duty  by  providing  by  law  for  an 
adequate  volume  of  money.  *  The  supreme  importance  that  Congress 
shall  fulfill  this  duty  cannot  be  denied  by  a  person  of  reasonable 
intelligence. 

THE  UNEMPLOYED  TODAY'S  SUPREME  ISSUE 

Mr.  Chairman,  today  everyone  agrees  that  the  unemployed  are  the 
supreme  issue.  The  great  problem  is  to  restore  the  unemployed  to 
private  enterprise.    What  can  we  do  ?    What  should  we  do  ? 

We  should  restore  to  our  people  an  amount  of  working  capital 
equal  to  that  which  previously  employed  them.  The  loss  of 
$20,000,000,000  of  working  capital  which  the  banks  have  destroyed — 
the  destruction  of  $20,000,000,000  of  loans — should  be  restored  in 
some  suitable  form.    That  is  self-evident. 

In  other  words,  in  the  highly  developed  system  of  cooperative  in- 
dustry an  adequate  supply  of  working  capital  is  a  necessity,  with 
which  to  pay  the  wages  and  salaries  and  other  costs.  Today  the 
banks  and  the  frightened  people  have  destroyed  $20,000,000,000  of 
bank  loans. 

The  chart  shows  conclusively  that  with  contraction  in  the  supply 
of  the  medium  of  exchange,  including  contraction  in  bank  loans  and 
deposits,  that  production  decreased — an  increase  of  unemployment. 
And  that  with  an  expansion  of  the  money  supply,  including  check 
money,  production  has  increased  and  unemployment  has  decreased. 
Thus  the  chart  supplies  convincing  evidence  of  the  truth  of  our  rea- 
soning. It  should  be  a  matter  of  common  sense  to  know  that  in 
order  to  successfully  run  a  little  shop  or  a  big  shop  you  must  have  an 
adequate  supply  of  working  capital,  including  bank  loans,  which 
means  money,  check  money.  The  statistics  in  the  chart  overwhelm- 
ingly confirm  the  self-evident  principles  I  have  stated,  namely,  that 
in  order  to  secure  maximum  production  and  maximum  employment 
there  must  exist  an  adequate  supply  of  capital,  largely  created  by 
credit,  as  check  money. 

Also,  it  should  be  obvious  that  it  avails  little  if  2  percent  of  the 
people  hold  20  or  30  billions  of  money  congealed  as  reserves  of 
private  corporations,  for  their  own  financial  security. 

In  the  foregoing  statement  I  have  described  the  obstacle  to  reem- 
ployment from  the  vast  lack  of  working  capital  as  check  money. 
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OBSTACLES  OTHER  THAN  LACK  OF  WORKING  CAPITAL 

There  are  other  obstacles  in  the  way  of  complete  recovery.  For 
example,  there  are  the  large  number  of  monopolies  in  private  enter- 
prise. These  private  monopolies  yield  to  their  owners,  the  business 
interests  and  bankers,  exorbitant  profits,  plus  the  further  obstacle  to 
recovery  of  there  having  been  built  up  the  vast  reserves  of  the  private 
corporations  that  have  withdrawn  from  the  public  billions  of  dollars 
of  the  needed  medium  of  exchange.  True,  the  Government  is  taxing 
those  reserves  in  the  bill  now  under  discussion,  but  the  more  rational 
remedy  would  be  for  the  Government  to  directly  supply  the  neces- 
sary expansion  of  a  medium  of  exchange  without  paying  interest  to 
the  banks. 

A  third  obstacle  to  normal  recovery  of  production  is  the  monopo- 
lies of  building  materials  and  the  monopoly  of  the  building  trades 
and  high  prices.  These  monopoly  prices  have  forced  the  public 
to  largely  cease  building  operations.  Houses  cannot  be  built  ad- 
vantageously in  competition  with  houses  for  sale  at  present  prices. 

A  fourth  obstacle  to  ending  unemployment  is  that  the  current 
prices  b}7  the  producers  and  the  professional  groups  are  so  high 
that  the  consumers  have  not  enough  purchasing  power  to  meet  those 
relatively  high  prices.  The  remedy  that  is  proposed  in  the  bill 
before  this  committee  provides  for  the  issuance  of  consumers'  divi- 
dends, just  sufficient  in  volume  to  set  going  the  full  productive 
capacity  wherever  the  nature  of  the  situation  will  operate 

I  add  that  no  undue  expansion  of  money  and  prices  need  occur  if 
the  prices  of  the  main  commodities  shall  be  fixed  by  self-regulation 
as  a  whole,  with  supervision  by  the  Federal  Trade  Commission.  That 
was  done  successfully  by  the  Wilson  liberal  government  during  this 
country's  participation  in  the  World  War.  A  published  report  of 
800  pages  entitled  "Government  Control  of  Prices"  is  on  sale  by 
the  Superintendent  of  Documents,  price  25  cents. 

In  1929  President  Hoover  and  16  other  publicists  signed  a  report 
advocating  that  the  Government  fix  the  main  wholesale  prices  to 
restore  prosperity  to  the  three  industries  in  depression :  agriculture, 
soft  coal,  and  textiles.  That  report  is  published  in  the  daily  press  of 
May  14.  1929.  The  report  in  full  is  by  a  corps  of  experts  privately 
employed.  The  report  is  entitled  uRecent  Economic  Changes",  pub- 
lished in  two  volumes,  price  $7.50,  bv  McGraw-Hill  Book  Co.,  Xew 
York  City. 

Today  in  Alberta  the  social  credit  government  of  the  Province  has 
fixed  its  main  prices  at  wholesale.  This  was  asked  for  by  the  small 
business  interests  of  the  Province  to  end  the  price  cutting.  Also  the 
Province  of  Alberta  is  applying  social  credit  in  road  building.  The 
Premier  has  said  that  in  60  days  there  will  be  no  unemployment  in 
the  Province. 

I  have  described  several  obstacles  to  ending  the  unemployment. 
Improved  methods  in  production,  labor-saving  mechanisms,  are  not 
obstacles  to  reemployment  if  the  Government  will  courageously  apply 
the  remedies  needed  to  overcome  the  real  obstacles  I  have  described. 

Mr.  Chairman.  I  have  clearly  proved  to  you  gentlemen  the  vast 
destruction  of  this  country's  check  money,  the  bank  loans,  and  I 
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have  pointed  out  the  distressing  effects,  together  with  the  need  that 
the  Government  shall  provide  for  the  quick  restoration  of  the  money 
supply.   The  details  are  in  the  Money  Chart  in  30  columns. 

RESTORATION  OF  THE  PRICE  LEVEL 

Mr.  Chairman,  in  1932  the  American  people  nominated  and  elected 
to  the  Presidency  the  present  incumbent,  as  their  Chief  Executive, 
to  restore  the  price  level  and  to  achieve  maximum  production  and 
employment,  in  accord  with  the  Goldsborough  bill  of  1932,  which  he 
had  approved.  That  bill  declared  the  policy  of  the  United  State- 
to  restore  and  maintain  the  purchasing  power  of  the  dollar  at  an 
average  ascertained  by  the  Department  of  Labor  for  the  years  1921 
to  1929,  and  instructed  the  Secretary  of  the  Treasury  and  the  Fed- 
eral Reserve  Board  and  the  Federal  Reserve  banks  to  make  effective 
that  policy.  This  committee  had  studied  it  and  reported  it  almost 
unanimously,  I  believe.  It  was  not  a  partisan  matter,  but  an 
American  matter,  rising  far  above  partisanship  in  dignity  and  in 
human  worth. 

In  1932  that  act  had  passed  in  the  House  by  289  to  60,  Republi- 
cans and  Democrats  alike  supporting  it.  It  was  defeated  in  the  Sen- 
ate, because  it  was  not  really  understood.  There  had  not  been  suffi- 
cient discussion  of  it  in  public.  There  was  not  an  organized  public 
opinion  to  support  it.  There  is  needed  an  organized  public  opinion, 
and  such  a  hearing  as  you  are  having  now  serves  a  very  useful 
purpose,  in  helping  to  establish  the  truth,  because  "you  shall  know 
the  truth  and  the  truth  shall  make  you  free." 

We  need,  therefore,  not  only-  the  amount  of  money  which  the 
American  people  have  demonstrated  by  manufacturing  it  for  them- 
selves. 55  billions,  excluding  interbank  accounts  which  are  not  check- 
able for  the  purposes  of  the  consumer,  and  55  billions  was  very 
inadequate,  because  we  did  not  then  have  enough  of  the  medium  of 
exchange  to  reach  our  maximum  production.  Loeb  in  1929  esti- 
mated our  production  at  96  billions.  Some  other  estimates  were  89 
billions,  and  some  have  been  lower. 

It  is  difficult  to  make  an  appraisal  with  absolute  accuracy,  but 
Loeb's  Chart  of  Plenty  estimates  that  in  1929  we  could  have  been 
producing  135  billions  using  the  same  facilities  that  we  had.  and 
now  with  increased  improvements  and  machinery,  with  the  people 
who  are  ready,  willing,  and  waiting  to  work,  we  ought  to  increase 
that  production  to  twice  what  it  has  been  at  its  peak  heretofore 
And  if  that  were  done.  Mr.  Chairman  and  gentlemen,  it  would 
double  the  income  of  every  family  in  America,  Republican  family 
and  Democratic  family.  Catholic  family  and  Protestant  family.  Jew- 
ish family,  all  kinds  of  them.  This  is  not  for  the  benefit  of  any 
class.  It  is  for  the  benefit  of  the  rich;  it  will  make  the  rich  richer, 
much  richer,  and  for  those  who  wish  to  accumulate  more  than  $100,- 
000.000  apiece.  I  have  no  objection,  provided  always  that  those  who 
are  willing  to  work  and  create  the  things  they  want  -hall  be  given 
the  opportunity  to  make  a  reasonable  annual  living  wage.  This 
can  be  done  by  supplying  an  adequate  medium  of  exchange  by  our 
great  Government,  and  we  have  a  great  Government  and  a  great 
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people,  of  whom  we  are  justly  proud,  and  no  criticism  should  bei 
directed  against  what  has  occurred  that  is  not  constructive.  It  is 
perfectly  futile  to  denounce  some  individuals  for  having  brought 
about  this  panic  or  depression.  While  it  may  be  true,  that  is  aside 
from  the  mark. 

So  the  question  that  we  are  concerned  with  is  not  pursuing  either 
the  so-called  greedy  or  ignorant ;  the  question  that  we  have  before 
us  is  giving  employment  to  12,000,000  people  who  are  unemployed  in 
private  enterprise,  mainly  because  of  an  inadequate  supply  of  money. 

We  have  had  great  confusion  produced  by  the  so-called  orthodox 
economists,  the  traditional,  the  classical  economists.  They  say  that 
only  the  coins  and  paper  currency  are  money,  excluding  the  checks  on 
bank  deposits,  and  that  during  the  depression  the  volume  of  the  cur- 
rency has  been  practically  stable.  But  a  further  fact  is  that  the 
check  money  constitutes  95  percent  of  the  medium  of  exchange  and 
that  this  check  money  was  contracted  to  one-third  at  the  depth  of 
the  depression.  It  is  shown  in  the  monetary  chart  under  "Debits  to 
individual  accounts"  (column  12B). 

Another  very  important  discovery  has  been  made  in  connection 
with  this  matter  that  ought  not  to  be  overlooked,  and  that  is  the 
matter  presented  to  this  committee  a  year  ago  by  Mr.  Hemphill  and 
others,  that  it  had  been  discovered  that  the  volume  of  our  money  had 
the  relationship  to  the  production  in  this  country  of  1  to  3.  In  other 
words,  previous  to  this  depression,  and  even  up  into  the  depression 
and  a  considerable  part  of  the  way,  the  production  by  value  was  three 
times  the  amount  of  our  available  demand  bank  deposits  and  the  cur- 
rency issued  by  the  Government.  It  is  now  only  two  times,  because 
our  activities  have  been  hampered  by  fear  and  the  lack  of  money  and 
the  lack  of  consuming  power. 

There  are  three  ways  to  bring  about  relief  to  this  matter.  One  of 
them  is  presented  in  an  article  which  I  dictated  3  weeks  ago  for, 
a  Canadian  magazine,  the  Instructor.  The  Canadian  leaders  of  pro- 
gressive thought  sent  a  committee  to  Washington,  and  they  called 
upon  me,  among  many  others,  and  I  was  invited  by  Mr.  J.  J.  Harpell 
to  write  an  expression  of  my  views  as  to  the  road  to  recovery,  and  I 
did  so,  hoping  that  it  might  serve  a  useful  purpose  in  conveying  to 
others  the  results  of  my  studies. 

I  advocated  the  taking  over  of  the  12  Reserve  banks  by  the  Na- 
tional Government  and  the  buying  from  time  to  time  of  Government 
bonds  and  other  bankable  assets  to  make  liquid  money  out  of  non- 
liquid  investments.  This  the  Bank  of  England  has  done  for  many 
decades.  My  plan  contemplates  a  complete  mechanism  for  regulating 
the  value  of  monev  by  regulating  the  supply  of  monev.  (See  Ex- 
hibit 7.) 

The  bill  before  this  committee  presents  two  ways  in  which  recov- 
ery can  be  brought  about.  One  is  by  the  United  States,  through 
social  credit,  and  that  means  money  in  the  form  of  credit,  because 
credit  and  money  are  the  same  thing.  The  word  "money"  means,  by 
the  dictionary  meaning  and  by  the  properly  accepted  meaning  among 
those  who  are  informed,  anything  having  a  conventional  use  em- 
ployed as  a  medium  of  exchange,  a  measure  of  value,  and  credit  does 
precisely  that  thing,  and  the  check  money  is  better  money  than  any 
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other  money.  It  is  better  than  currency.  It  is  better  than  gold.  It 
is  better  than  silver,  because  with  check  money  with  one  check  you 
can  dispose  of  an  amount,  no  matter  how  large  or  how  small  it  may 
be.  You  do  not  have  to  make  any  change  on  the  check.  You  write 
on  the  check  the  number  of  dollars  and  cents,  and  that  check  is  safe- 
guarded against  counterfeiting  by  the  signature  of  the  depositor  and 
the  drawer  and  by  the  signature  of  the  payee  to  whom  the  check  is 
drawn,  and  the  bank  keeps  the  books  of  the  depositor  in  that  way, 
and  the  depositor  can  take  his  own  checks  at  the  end  of  the  year  and 
make  an  accounting  to  his  Government  on  his  income  with  facility. 
He  could  not  do  that  conveniently  if  he  used  metallic  or  paper  money 
and  had  to  get  a  receipt  every  time. 

The  way  I  have  suggested  it  can  be  done  in  the  article  to  which  I 
have  referred  was  that  the  Government  of  the  United  States  could 
do  precisely  what  the  banks  have  been  doing  in  expanding  money. 
The  banks  buy  Government  bonds,  and  they  take  the  bond  with  one 
hand  and  put  it  under  the  head  of  an  investment,  and  they  enter  on 
the  other  side  of  the  ledger  a  demand  bank  deposit  to  the  United 
States,  and  it  functions  as  money  until  that  bond  is  paid. 

The  United  States  Government  if  it  will  take  over  the  Federal 
Reserve  banks  can  do  the  same  thing  that  the  member  banks  are 
doing.  That  is,  the  Government  acting  through  those  Reserve  banks 
would  buy  bonds  and  other  bankable  assets  with  reserve  bank 
credit. 

Now.  Mr.  Chairman,  that  is  one  way  to  do  it.  This  bill  proposes 
two  ways  in  which  it  can  be  done.  One  is  a  dividend  to  the  citizens 
of  this  country  of  $5  a  month  in  the  form  of  a  credit,  a  so-called 
social  credit.  It  does  not  make  any  difference  whether  you  use  the 
word  "social"  or  not,  because  a  credit  is  money  created  by  the  sover- 
eign power  of  this  country.  That  is  the  way  in  which  all  money 
should  be  created  in  this  country. 

Another  way  is  to  have  the  Government  give  a  credit  to  the  mer- 
chant and  a  discount  to  the  purchaser  from  the  merchant  of  a  certain 
percentage  of  the  purchase  made.  The  limited  time  in  which  I  ought 
to  speak  to  you  forbids  my  going  into  that  aspect  of  it.  It  is  suffi- 
cient to  say  that  you  have  now  before  you  the  fundamental  facts 
which  justify  you  in  carrying  out  the  policy  of  Abraham  Lincoln 
on  the  money  question,  and  he  said  with  wisdom  and  truth,  that 
money  is  a  creature  of  law,  and  that  the  power  of  the  Government 
under  the  Constitution  to  create  money  is  the  greatest  creative  op- 
portunity, as  well  as  the  greatest  obligation  on  the  part  of  the 
Government. 

LOSSES  TO  THE  FARMERS 

I  have  here  a  compilation  showing  how  the  farmers  have  suffered 
since  the  depression  of  1921.  The  farmers  number  20  percent  of  all 
of  the  people  of  this  country.  I  would  like  for  you  to  hear  the  ex- 
tent to  which  their  income  compares  with  other  incomes  for  their 
services  in  feeding  this  country,  and  in  furnishing  raw  material. 
With  your  permission,  I  will  ask  Mr.  Brougham  to  read  this,  as  to 
the  amount  of  their  income  as  compared  with  that  of  their  brothers. 


72         PERMANENT  DISTRIBUTION  OF  NATIONAL  PRODUCTION 


Mr.  Brougham.  In  the  census  of  1930  there  were  48,800.000  per- 
sons gainfully  employed  in  the  United  States  of  America.  Of  these, 
10,471.000  were  engaged  in  farming,  or  about  21.4  percent.  They 
should  be  entitled,  therefore,  to  one-fifth  of  our  national  income. 
The  national  income  and  the  income  of  the  farmers  from  1929  to 
1934,  inclusive,  were  as  follows: 

In  1929  the  national  income  was  $78,576,000,000.  agricultural  in- 
come $6,157,000,000,  a  percentage  of  7.8. 

In  1930  the  national  income  was  $72,973,000,000.  the  agricultural 
income  $4,595,000,000,  a  percentage  of  6.3. 

In  1931  the  national  income  was  $61,433,000,000,  the  agricultural 
income  $4,271,000,000,  a  percentage  of  6.9. 

In  1932  the  national  income  was  $47,964,000,000,  the  agricultural 
income  $3,192,000,000,  a  percentage  of  6.7. 

In  1933  the  national  income  was  $44,431,000,000,  the  agricultural 
income  $2,993,000,000,  a  percentage  of  6.7. 

In  1934  the  national  income  was  $49,440,000,000,  the  agricultural 
income  $3,299,000,000,  a  percentage  of  6.6. 

Exhibit  3 
How  the  Farmers  Have  Suffered 


The  national  income  and  the  income  of  the  farmers  from  1929  to 
1934,  inclusive,  were  as  follows: 


National  income 

Agricultural 
income 

Per- 
cent- 
age 

1929  

$78,  576, 000,  000 
72,  973,  000,  000 
61.433, 000,000 
47,  964, 000,  000 
44,  431,000,  000 
49,  440,  000,  000 

$6, 157, 000, 000 
4,  595,  000, 000 
4,  271,  000, 000 
3,  192, 000,  000 

2,  993,  000,  000 

3,  299,  000,  000 

7.8 
6.3 
6.9 
6.7 
6.7 
6.6 

1930--    

1931   

1932    

1933  

1934     

These  are  the  conditions  which  have  resulted  in  a  colossal  debt  smothering  the 
farmers  and  making  life  unendurable  for  them.  It  must  be  corrected  as  a  mat- 
ter of  justice  and  in  order  to  assure  domestic  tranquility  and  the  general 
welfare. 

Mr.  Owen.  Mr.  Chairman,  I  submit  a  statement  of  the  farm  mort- 
gages by  Stales.  It  shows  that  the  farms  in  many  States  are  mort- 
gaged up  to  80  percent  in  number,  and  the  percentage  would  be  still 
higher  except  that  many  unmortgaged  farms  are  of  3  acres  or  less. 
I  mark  it  exhibit  4. 

Exhibit  4 

Percentages  of  Farm  Mortgages  by  States 

Air.  Louis  B.  Ward  has  submitted  to  the  Senate  Committee  on  Agriculture 
the  accompanying  table  of  the  farms  and  percentage  of  farms  mortgaged  in 
various  States,  as  follows : 
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State 


Mississippi  

Oklahoma  

Alabama.  

Georgia-..  

North  Dakota- 
Louisiana  

South  Dakota.. 

Iowa  

Nebraska  

Arkansas  

South  Carolina 

Texas  

Kansas..  

Colorado  

Minnesota  

Idaho  

Illinois  

Missouri  

"Wisconsin  

Montana  

North  Carolina 

Wyoming  

Indiana.  

Tennessee  


Farms 
mortgaged 


261,000 
163,  000 
202,000 
199,000 

60,000 
125,  000 

64,000 
166,000 

99,000 
186,000 
121.000 
377,  000 
119.  000 

40,000 
125,000 

27,000 
141,000 
169,  000 
119,  000 

30,  000 
176.000 

10,000 
111,000 
147,000 


Percent 
mort- 
gaged 


83.  7 
80.4 
78.9 
78.2 
78.2 
77.6 
77.4 
77.3 
77.2 
77.0 
76.7 
76.  1 
71.9 
67.9 
67.8 
67.  1 
66.2 
66.  1 
65.9 
64.5 
63.2 
62.5 
61.4 
CO.  2 


State 


Oregon..  

Delaware.  

California.  

Washington  

New  Jersey  

Vermont...  

Michigan  

Utah-  

Maryland  

Massachusetts.  . 

Connecticut  

Ohio  

New  York  

Kentucky  

Nevada   

Florida...  

Virginia  

Pennsylvania. 
Rhode  Island... 

Arizona  

New  Hampshire 

New  Mexico  

Maine  

West  Virginia. 


Farms 
mortgaged 


on  AAA 

59.  6 

5,  000 

58.  6 

79,  000 

58.  3 

40,  000 

57.  7 

14,  000 

57.  6 

14,  000 

56.  4 

95,  000 

56.  2 

15,  000 

55.  9 

•£.},  uuu 

53.  4 

13,  000 

53.  1 

9,000 

52.7 

i i q  oon 

1  lu,  UV/U 

51  9 

82,000 

5L7 

126,000 

51.4 

1,000 

46.3 

26,000 

44.9 

75,000 

44.3 

75,000 

43.9 

1,000 

43.4 

5,000 

41.8 

5,000 

38.4 

12,000 

38.4 

13,  000 

35. 1 

26,000 

32.6 

In  the  above  table  was  a  very  la  rue  number  of  farms  of  3  acres  or  less, 
which  were  not  mortgaged.  Except  for  this  fact  the  percentage  of  larger 
farms  under  mortgage  would  have  Lean  substantially  higher. 

The  total  value  of  the  farms  in  ICS^  was  about  $32,005,000,000.  The  value 
in  1920  was  $67,000,000,000. 

The  estimated  debt  on  these  farms  in  1934  was  billion  dollars,  and  be- 
cause of  foreclosures  and  other  forced  transfers  to  other  purchasers  of  one 
and  one-half  billions,  the  debt  remaining  is  about  $8,000,000,000  for  1935. 

Mr.  Owen.  Mr.  Chairman,  I  would  like  to  have  Mr.  Brougham 
give  you  a  few  citations  from  an  exhibit  which  I  have  showing  the 
check-money  supply,  by  States.  I  would  like  him  to  name  the  States 
represented  by  the  members  of  this  committee,  to  tell  the  amount  of 
the  check  money  in  their  respective  States.    It  is  very  striking. 

Mr.  Brougham.  The  check  money  in  circulation  between  1929  and 
1934.  in  Alabama,  fell  from  $128,315,000  to  $72,103,000;  the  per 
capita,  from  $50.12  to  $26.61. 

Mr.  Owen.  The  point  is  that  there  is  $26.61  of  check  money  per 
capita  in  Alabama  to  carry  on  the  business  of  Alabama,  of  which  98 
percent  of  the  people  have  only  a  small  percentage. 

Mr.  Brougham.  In  Arkansas  the  check  monev  in  circulation  be- 
tween 1929  and  1934  fell  from  $45,207,000  to  $21,348,000:  the  per 
capital,  from  $101.59  to  $46.71. 

Mr.  Owen.  Take  the  States  represented  by  members  of  the 
committee. 

Mr.  Brougham.  In  California,  the  per  capita  of  check  money 
in  circulation  fell  from  $222  down  to  $128:  in  Connecticut,  from 
$168  to  $107;  in  Georgia,  from  $48  to  $39:  in  Idaho,  from  $66  to  $46; 
Illinois,  from  $264  to  $152:  Indiana,  from  $165  to  $56;  Kentucky, 
from  $80  to  $47:  Maryland,  from  $164  to  $90;  Massachusetts,  from 
$245  to  $170;  Michigan,  from  $146  to  $61;  in  Missouri  it  fell  from 
$192  to  $138;  in  Xew  Jersev  it  fell  from  $180  to  $92:  in  New  York, 
from  $556  to  $406;  North  "Carolina,  from  $45  to  $28;  Ohio,  from 
$127  to  $71;  Pennsylvania,  from  $l>()2  to  $134:  Texas,  from  S121  to 
$81;  and  Wisconsin,  from  $96  to  $55. 
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Mr.  Oaven.  With  your  permission,  Mr.  Chairman,  I  should  like 
to  have  that  whole  statement  go  into  the  record. 
Mr.  Goldsborough.  Without  objection  that  may  be  done. 


Exhibit  5 
Check  Money,  by  States 


The  bank  deposits  or  check  by  States,  illustrates  the  uneven  maimer 
in  which  bank  credit  is  distributed,  as  the  following  table  will  exhibit  for  the 
years  1929  and  1934,  with  the  shrinkage  which  took  place  from  1929  to  1934. 


Check  money 
in  r  ircula 
•ion 


12°,  315  000 
72, 103,  000 


45, 207,  000 
21,  348,  000 


84,  288,  000 
43, 700, 000 


026,  675,  000 
759,  994,  000 


140,  398,  000 
100, 485,  000 


277, 978, 000 
176, 243, 000 


59, 915,  000 
48, 404,  000 


135, 740,  000 
113, 434, 000 


120, 783, 000 
88, 421, 000 


152,  200,  000 
114,  627,  000 


35, 128,  000 
20, 671,  000 


1,  870, 999,  000 
1, 199,  523,  000 


Popula- 

tion 

Per  cap- 
ita check 
circula- 
tion 

2, 560, 000 
2,  710, 000 

$50. 12 
26.  61 

445.  000 
457,  000 

101.  59 
46.  71 

1,  910,  000 
1, 876,  000 

44. 13 
23.29 

4,  605,  000 
6, 158,  000 

222.  94 
123.41 

1, 080,  000 
1, 056,  000 

130.  00 
95.  16 

1,646,  000 
1, 655, 000 

168.88 
107. 10 

250,  000 
242, 000 

239.  56 
200.  02 

550, 000 
497,  000 

246. 80 
220.24 

1,335,  000 
1, 575,  000 

90. 47 
56. 14 

3, 160, 000 
2, 911,  000 

48. 16 
39.  38 

532,  000 
448,  000 

66. 03 
46.14 

7,  360,  000 
7,  876,  000 

264.  21 
152.  30 

Year 


Indiana 

1929  

1934  

Iowa 

1929  

1934  

Kansas 

1929...  

1934  

Kentucky 

1929  

1934  

Louisiana 

1929.  

1934.  

Maine 

1929  

1934.  

Maryland 

1929.  

1934  

Massachu- 
setts 

1929  

1934  

Michigan 

1929..  

1934  

Minnesota 

1929  

1934.  

Mississippi 

1929  

1934  

Missouri 

1929  

1934..  


Check  money 
in  circula 
tion 


359,  479,  000 
185, 131, 000 


290, 185, 000 
157,  622, 000 


222,  097,  000 
146,  083,  000 


205, 624, 000 
126, 708, 000 


222, 732,  000 
105, 100, 000 


72, 886, 000 
42,982,000 


268, 889, 000 
152, 025, 000 


1,040,546,000 
740, 109, 000 


665,  528,000 
310, 814, 000 


292, 847, 000 
207, 893, 000 


74, 433, 000 
43, 409, 000 


672, 804, 000 
508, 360, 000 


Popula- 
tion 


3, 175,  000 
3,  304,  000 


2,  535,  000 
2, 485, 000 


1,  848,  000 
1,  905,  000 


2, 545, 000 
2, 657, 000 


1, 945, 000 
2, 166, 000 


789, 000 
804, 000 


1, 635, 000 
1, 671, 000 


4, 245, 000 
4,335, 000 


4,  542,  000 
5, 093, 000 


2, 700, 000 
2, 602, 000 


1, 795, 000 
2, 057, 000 


3, 490, 000 
3, 678, 000 
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Year 

Check  money 
in  circula- 
tion 

Popula- 
tion 

Per  cap- 
ita check 
circula- 
tion 

l  ear 

Check  nioney 
in  circula- 
tion 

Popula- 
tion 

Per  cap- 
ita check] 
circula- 
tion 

yiontana 

Rhode  Island 

1929 

56, 426. 000 
34, 724, 000 

175, 407, 000 

715, 000 
538, 000 

1, 405,  000 

78. 92 

1929  

121,331,000 

690, 000 

175. 84 

1934.  - 

64.54 

1934  

79,  238, 000 

705, 000 

112.  39 

. 

ebraska 
1929   

124.84 

Una 

1934..  

115,037,  000 

1, 395, 000 

82. 46 

1929  

67, 781, 000 

1, 855, 000 

36.  54 

1934  

:S7.  730,000 

1, 750, 000 

21.  56 

Nevada 

South  Dakota 

1929  

16, 831. 000 

80,000 

210.  39 

1934  

5, 982, 000 

94,000 

63.64 

1929   

56, 151,000 

702,000 

79.99 

1934  

30,  992, 000 

705,  000 

43. 96 

New  Hamp- 
shire 

1  V  ft  flCoStc 

1929  

35, 154,  000 
25,  826,  000 

458,000 

76. 76 

1929  

210,031,000 

2, 490, 000 

84.35 

1934  

470, 000 

54. 95 

1934   

112,  760,  000 

2,  676,  000 

42. 14 

New  Jersey 

1929  

709,  503,  000 
391,  994, 000 

3, 930, 000 

180.54 

1929.  

657,118,000 

5, 400,  000 

121.69 

1934  

4,  231, 000 

92.65 

1934  

493,  556,  000 

6, 073, 000 

81.  27 

New  Mexico 

Utah 

1929  

21, 621,  000 
13,  703, 000 

400,000 

54.05 

1929  

49,  078,  000 

528,000 

92. 95 

1934  

437, 000 

31. 36 

1934  

28,  615,  000 

520,000 

55.03 

New  lOTK 

V  CJ  llbXJ  III 

1929...  

1934  

6,  507,  316, 000 
5, 309, 838, 000 

11,  695,  000 

556.  42 

1929  

28, 422, 000 
17,  667, 000 

357,  000 

79. 61 

13, 059, 000 

406.  60 

1934  

361,000 

48.94 

North  Caro- 
lina 

...   .  . 
v  irgin  ta 

1929  

180, 479, 000 
136, 944, 000 

2, 555, 000 
2, 446, 000 

70.61 

1929  

136,  665, 000 

2, 980, 000 

45.  SB 

1934  

55.99 

1934  

94, 859, 000 

2, 301, 000 

28.  75 

.\  OTtn  uaKoia 

Washington 
1929  

172, 495, 000 
108,  222,  000 

1, 580, 000 

109. 17 

1929  

43, 321, 000 
21,  557, 000 

670, 000 

64.  66 

1934  

1, 608, 000 

67.  30 

1934  

6S8.000 

31.33 

• 

Onto 

west  Vir- 
ginia 

1929  

847,  641, 000 
490, 021, 000 

6,  655, 000 
6, 836, 000 

127. 37 

1929  

150,  549,000 
85,  373,  000 

1, 680, 000 
1, 786, 000 

89.  61 

1934  

71.  68 

1934  

47.80 

Oklahoma 

Wisconsin 

1929  

241, 829, 000 
147,  267,  000 

2, 415,000 
2, 475, 000 

100. 14 

1929  

284,  304,  000 
168, 167,  000 

2, 955,  000 
3, 005,  000 

96.  21 

1934  

59.  50 

1934  

55. 97 

Oregon 

TT 

Wyoming 

1929  

107, 820, 000 
65, 884, 000 

890,000 

121. 14 

1929  

24,  004,  000 
14,  076,  000 

235,000 
232,000 

102. 14 

1934  

990,000 

66.  55 

1934  

60.67 

Pennsyl- 
vania 

1929  

1, 986, 810, 000 
1,318,  633,000 

9, 790, 000 
9, 826, 000 

202.94 

1934  

134.20 

Note.— The  above  figures  are  by  Mr.  Louis  B.  Ward,  before  the  Senate  Committee  on  Agriculture 
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Mr.  Owen.  As  serious  as  is  this  data  of  the  drop  in  cheek  money 
by  States  it  is  much  worse  as  interpreted  in  the  light  of  the  analysis 
of  the  bank  deposits  made  in  1934  by  the  Federal  Deposit  Insurance 
Corporation,  in  exhibit  1.  I  now  add  as  exhibit  0  a  table  made  up 
from  the  data  in  the  report  by  that  corporation,  and  by  States.  The 
per  capita  of  check  money  by  States  is  reduced  nearly  one-half. 


Exhibit  6 
Check  Monet,  by  States 
(By  R.  L.  Owen) 


States 


Alabama   

Arizona   

Arkansas   

California   

Colorado   

Connecticut  

Delaware  

District  of  Columbia 

Florida  

Georgia   

Idaho  

Illinois  

Indiana   

Iowa  

Kansas  

Kentucky  

Louisiana  

Maine  

Maryland  

Massachusetts  

Michigan  

Minnesota   

Mississippi   

Missouri  

Montana  

Nebraska  

Nevada  

New  Hampshire  

New  Jersey  

New  Mexico  

New  York  

North  Carolina  

North  Dakota  

Ohio  

Oklahoma  

Oregon  

Pennsylvania  

Rhode  Island  

South  Carolina  

South  Dakota  

Tennessee  

Texas  

Utah  

Vermont  

Virginia  

Washington  

West  Virginia  

Wisconsin  

Wyoming  


Percentage 
of  insured 
deposits  in 
number 


99. 


99. 


Percentage 
of  insured 
deposits  in 
value 


59.7 
59.0 
63.  5 
52.5 
52.8 
50.8 
40.7 
53.0 
50.8 
50.6 
66.2 
37.2 
60.3 
64.9 
61.4 
63.9 
45.5 
73.6 
45.8 
38.8 
51.6 
53.6 
65.6 
44.  1 
63.7 
57.7 
63.0 

i  66.  6 
63.7 
63.8 
23.7 
51.  1 
78.7 
56.  1 

i  47.6 
63.5 
46.7 
54.0 
58.2 
71.9 
53.5 
48.5 
56.2 
84.1 
61.9 
53.5 
65.7 
65.6 
68.3 


Dollars  per 
capita  of 
insured 
and  unin- 
sured de- 
mand 
bank  de- 
posits 


$26.  61 
46.71 
23.29 
123.41 
95.  16 
107.  10 
200.  02 
220.  24 
56.  14 
39.  38 

46.  14 
152.  30 

56.  32 
03.  43 
76.  68 

47.  69 

48.  52 

53.  46 
90.  98 

170.  73 
61.  03 
79.90 
21.  10 

138.  22 
64.54 

82.  46 

83.  64 

54.  95 
92.  65 
31.36 

406.  60 
28.  75 
31.33 
71.68 

59.  50 

66.  55 
134.  20 
112.  39 

21.  56 
43.  96 
42.  14 
81.27 

55.  03 
48.  94 
55.  99 

67.  30 
47.  80 
55.  97 

60.  67 


1  Excludes  figures  of  1  State  bank  member  of  Federal  Reserve  System. 


The  above  monetary  chart  has  been  made  with  a  view  to  helping  a  better 
understanding:  of  the  relative  distribution  of  the  consumers'  purchasing  power 
which  is  so  essential  to  production  and  employment. 
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The  first  and  second  columns  are  taken  from  the  October  report,  1934,  of 
the  Federal  Deposit  Insurance  Corporation,  giving  the  percentages  of  insured 
deposits  compared  to  the  total  of  such  deposits  in  number.  The  total  number 
of  deposits  at  that  time  was  49,750,000.  Ninety-eight  percent  of  these  deposits 
were  insured,  being  of  $5,000  or  less,  and  represented  a  total  of  about  $15,000,- 
000,000,  while  2  percent  of  the  deposits  in  number  and  exceeding  $5,000  in  value 
amounted  to  $20,000,000,000'.  Of  the  15  billions  insured,  about  1  billion  consisted 
of  the  deposits  of  50  mutual  savings  banks  having  deposits  of  about  1  billion 
dollars.  Of  the  14  billion  remaining,  about  11  billions  consisted  of  savings 
accounts  in  the  commercial  banks  and  inactive  accounts  based  on  certificates  of 
deposit,  leaving  about  3  billions  of  demand  deposits  subject  to  check  by  98 
percent  of  the  people  of  the  United  States,  while  20  billion  dollars  of  the  deposits 
exceeded  $5,000  in  amount  and  were  held  by  about  2  percent  of  the  depositors 
or  people  of  the  United  States.  If  2  percent  of  the  depositors  held  $20,000,000,000 
in  deposits  exceeding  $5,000  each,  it  may  easily  be  that  if  we  had  the  deposits 
of  $5,000  and  under  divided  so  as  to  give  the  number  and  value  of  deposits 
between  $1,000  and  $5,000,  it  might  easily  help  us  to  perceive  that  5  percent  of 
the  depositors  in  the  higher  brackets  would  absorb  half  of  the  remaining  demand 
deposits  subject  to  check  leaving  probably  less  than  twro  billions  subject  to  check 
by  98  percent  of  the  people.  We  have  not  this  knowledge.  It  is  merely  pointed 
out  to  show  that  column  4  is  not  only  a  maximum  but  probably  represents  a 
number  of  dollars  subject  to  check  at  least  twice  as  great  as  it  should  be  if  we 
had  the  full  knowledge  of  the  facts. 

We  also  know  that  including  the  people  employed  by  Government 
as  an  emergency,  we  have  approximately  12,000,000  people  who  should 
be  employed  but  because  of  defective  markets  due  to  this  depression 
and  the  destruction  thereby  of  the  purchasing  power  of  the  con- 
sumer and  the  maldistribution  of  our  money  supply  they  are  unavoid- 
ably unemployed. 

It  also  is  a  matter  of  serious  importance  to  note  that  the  figures  I 
have  cited  demonstrate  that  the  bank  credit  money  which  transacted 
95  percent  of' our  national  business  is  being  concentrated  in  the  hands 
of  our  great  industrial  corporations  and  great  estates  and  held  inac- 
tive for  various  reasons,  thus  starving  the  great  mass  of  the  con- 
sumers who  need  more  bank  check  money  as  consumers.  Congress 
is  attempting  to  tax  the  corporations  to  abate  this  practice. 

But  Congress  will  be  better  advised  if  it  would  furnish  to  the 
people  additional  money  supply  created  by  Congress  under  article  I, 
section  8,  paragraph  5,  which  charges  Congress  exclusively  with  the 
function  of  furnishing  the  medium  of  exchange  and  regulating  its 
value. 

We  have  shown  in  addition  to  these  figures  that  the  working  capi- 
tal of  this  country  was  contracted  $20,000,000,000  by  the  banks  and 
has  not  been  replaced  to  this  date.  It  therefore  appears  in  the  fore- 
going table  that  only  $3,000,000,000  is  available  for  demand  hank 
deposits  to  125  million  people,  or  about  $24  per  capita,  which  is  so 
badly  distributed  that  South  Carolina  has  $12,  Mississippi  $13,  the 
District  of  Columbia  $118,  where  the  Government  does  pay  out  money 
to  people. 

The  constitutional  duty  of  the  Government  to  provide  an  adequate 
medium  of  exchange,  equitable  to  all  the  people  of  this  country, 
should  be  thoughtfully  considered.  It  was  the  destruction  by  con- 
traction of  credit  and  money  which  paralized  consumption  and  re- 
duced production  and  employment  to  one-half  of  what  it  had  been, 
for  the  volume  of  production  fell  to  one-half  of  what  it  should  have 
been  and  the  value  of  production  fell  still  lower.  It  i>  not  necessary 
to  compel  those  who  have  an  excess  of  bank  credit  to  relinquish  their 
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present  excess  of  unemployed  bank  credit  because  the  Government 
can  leave  them  alone  and  still  furnish  to  the  98  percent  the  medium 
of  exchange  they  so  greatly  need.  This  the  Government  can  do  in 
any  one  of  three  ways;  preferably  by  buying  the  public  debt  and  con- 
verting such  nonliquid  securities  into  liquid  bank  deposits,  which 
will  give  the  consumers  who  need  it  the  power  to  buy. 

A  second  way  would  be  for  the  Government  to  issue  to  the  people 
of  this  country  a  per  capita  dividend  of  $50.  That  would  immedi- 
ately end  the  difficulty  of  underconsumption  and  underproduction 
and  underemployment. 

THE  DUTY  OF  CONGRESS 

Now,  Mr.  Chairman  and  gentlemen,  I  have  presented  to  you  on 
one  page  of  a  monetary  chart  all  of  the  factors  to  see  with  your 
own  eyes  how  our  money  has  been  expanded  by  the  people  and  how 
it  has  been  contracted  by  the  people,  expanded  through  optimism 
and  hope,  contracted  through  fear  and  pessimism. 

The  banks  are  not  charged  with  the  duty  of  regulating  the  value 
of  money.  That  duty  rests  upon  the  Congress  of  the  United  States, 
and  you  made  a  vaiiant  attempt  in  1931  and  1932  to  bring  that 
about.  I  want  to  say  to  this  committee  that  if  you  give  your  brain 
and  your  attention  and  your  thought  to  this  matter,  and  you  solve 
this  question  as  it  ought  to  be  solved — and  you  have  already  gone 
a  long  ways;  I  was  greatly  pleased  yesterday  morning  to  have  the 
chairman  read  a  memorandum  of  the  things  that  you  have  already 
accomplished.  It  is  wonderful,  what  you  have  done,  perfectly  won- 
derful, and  it  deserves  the  highest  praise  and  appreciation  of  the 
American  people,  but  when  you  really  finish  this  job  of  regulating 
the  value  of  money  then  you  will  be  entitled  to  the  everlasting  grati- 
tude of  the  people  of  this  country,  and  your  memory  should  be 
recorded  in  this  Capitol  in  bronze  and  in  marble. 

QUESTIONS 

Now,  Mr.  Chairman,  I  do  not  think  it  advisable  to  take  up  any 
more  of  your  time.  I  hear  an  admonishing  bell  ringing  there,  and 
if  there  are  any  questions  that  any  of  the  gentlemen  would  like  to 
ask  me,  I  hope  you  will  feel  perfectly  free  to  ask  them  without  any 
hesitation  at  all,  and  I  will  be  glad  to  answer  your  questions  if  I  can. 

Mr.  Goldsborough.  Senator,  have  you  made  a  study  of  this  specific 
measure  ? 

Mr.  Owen.  No,  sir;  I  have  not.  I  only  had  it  read  to  me  on 
Friday  last,  and  I  only  had  it  read  once,  but  reading  it  once  was 
sufficient  for  me  to  see  the  merit  and  value  in  the  bill.  I  assume  that 
the  bill  could  be  improved;  I  do  not  pass  on  that  question  at  all, 
or  pretend  to.  I  am  only  expressing  my  own  opinion  as  to  the  value. 
It  has  merit. 

Mr.  Goldsborough.  I  believe  that  there  is  an  impression  among 
some  of  the  members  of  the  committee  that  this  measure  constitutes 
a  form  of  dole.  Do  you  feel  sufficiently  familiar  with  the  bill  to  dis- 
cuss that  phase  of  it  ? 

Mr.  Owen.  It  is  not  a  dole.  What  do  you  mean  by  a  dole?  A 
dole  is  a  piece  of  charity-   This  is  not  a  charity.   It  is  a  justice  done 
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to  those  who  produce  in  this  country  and  who  must  consume  and  be 
able  to  consume  in  order  to  produce. 

This  is  not  a  dole.  It  has  no  relation  to  a  dole,  except  that  it  will 
give  this  important  benefit  to  the  consumer,  and  thereby  stimulate 
the  producer,  who  is  also  a  consumer.  You  must  remember  that 
the  producers  and  the  consumers  are  the  same  people.  Ninety-eight 
percent  of  the  people  of  this  country  produce,  and  100  percent 
consume. 

Mr.  TVolcott.  Would  you  classify  it  as  a  subsidy  ? 

Mr.  Owen.  A  subsidy,  in  its  nature,  ordinarily,  is  to  give  a  pub- 
lic assistance  to  some  enterprise  which  is  of  public  value,  and  a 
subsidy  is  often  justified  for  that  reason.  This  is  not  a  subsidy, 
because  it  is  giving  to  the  people  who  own  the  sovereignty  of  this 
country  a  participation  in  the  sovereignty  itself,  in  its  creative 
power,  for  the  benefit  of  all. 

Mr.  Goldsborough.  Xow,  Senator,  this  retail  discount  is  provided 
for  as  a  principal  factor  under  the  terms  of  this  bill,  and  it  is 
necessary  for  the  purchaser  to  have  some  purchasing  power  before 
he  can  avail  himself  of  the  discount.  In  other  words,  there  is  no 
encouragement  for  him  to  loaf,  not  to  work,  because  he  has  to  have 
some  purchasing  power,  which  in  most  cases  he  will  have  produced 
himself  before  he  can  avail  himself  of  the  discount. 

Mr.  Owen.  That  is  self-evident. 

Mr.  Clark.  Senator,  how  far  have  other  countries  gone  along 
the  lines  of  the  monetarv  reform  such  as  vou  have  addressed  vourself 
to? 

Mr.  Owen.  In  Japan  they  are  using  social  credit  to  support  their 
exports  and  their  people  engaged  in  shipping,  thereby  enabling  them 
to  do  it  in  competition  with  the  whole  world. 

But  answering  your  question  broadly,  in  Great  Britain,  in  France, 
in  Belgium,  in  Italy,  and  in  other  countries  they  have  a  money  sys- 
tem where  the  controlling  banks  are  privately  owned,  and  this  pro- 
posal before  your  committee  in  this  Goldsborough  bill  differs  funda- 
mentally from  all  of  the  existing  systems,  by  proposing  that  the 
people's  Government  shall  issue  the  currency  and  other  forms  of 
social  credit  for  the  people's  welfare.  In  England  the  British  Ex- 
chequer is  directing  the  policy  of  the  Bank  of  England  and  of  the 
British  banks  in  establishing  money  of  regulated  value.  A  fuller 
explanation  of  this  British  system  I  submit  as  exhibit  7,  setting  forth 
an  address  before  the  Canadian  Parliament  by  a  member,  G.  G. 
McGreer,  Kings  Counsel  and  Mayor  of  Vancouver.  He  is  the  author 
of  a  recent  book.  Conquest  of  Poverty. 

Exhibit  7 
Recovery  in  Great  Britain 

(An  excerpt  from  that  speech  by  the  Honorable  G.  G.  McGeer  is 
as  follows :) 

Let  us  look  at  what  has  actually  taken  place  in  Great  Britain,  because  surely 
there  we  might  get  some  indication  as  to  what  policy  we  should  best  adopt.  In 
1925  the  British  Government  launched  a  deflationary  policy,  and  it  ended  in 
complete  failure.  In  September  1931  England  faced  a  crisis  that  was  inevitable 
under  the  deflationary  policy  that  she  was  blindly  following.  Her  national 
Government,  loaded  with  .$40,000,000,000  of  debt,  finding  that  deflation  had 
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brought  her  to  bankruptcy  under  the  gold  standard  policy.  What  did  she  do? 
First,  she  abandoned  the  gold  standard.  She  repudiated  her  gold  debts  in  toto 
suspended  her  war-debt  payments,  and  then  proceeded  to  finance  recovery.  By 
doing  what?  By  issuing  Bank  of  England  sterling  bills  as  national  currency. 
The  first  step  taken  in  that  regard  was  the  creation  of  a  $2, 000,000, 000  stabiliza- 
tion fund  to  give  a  security  that  a  reserve  of  gold  bad  failed  to  supply.  Ir 
might  be  said  that  Great  Britain  has  recovered  notwithstanding  that  she  has 
left  the  control  of  the  Bank  of  England  in  private  bands,  lint  I  venture  to 
suggest  that  the  hopeless  bankruptcy  of  the  English  financiers  dealing  in  inter- 
national exchange  which  would  have  resulted  bad  the  gold  standard  obligation:, 
continued,  gave  to  the  British  Government  power  and  opportunity  to  asserl 
over  the  Bank  of  England  a  control  which  meant  that  the  exchequer  dictated 
the  policy  and  the  administrative  action  of  the  Bank  of  England,  and  that 
control  has  continued  ever  since. 

Now,  following  that,  what  was  her  first  step  in  recovery?  She  refunded  her 
national  debt  at  lower  rates  of  interest.  Then,  having  established  a  managed 
currency  system,  she  proceeded  to  develop  the  regulation  of  her  domestic  and 
international  trade.  We  have  heard  a  great  deal  about  what  should  not  be 
done,  but  we  have  not  heard  so  much  about  what  has  actually  been  done. 
Abandoning  the  shibboletbs  of  free  trade  and  avoiding  the  illusory  promises 
of  the  tariff  protectionists,  Great  Britain  set  out  to  develop  a  new  trade  policy 
that  might  properly  be  described  as  an  intelligent  trade  policy.  She  proposed 
to  finance  her  trade  and  develop  it  by  balancing  exports  and  imports.  How  far 
did  sbe  go  in  that  regard?  She  bargained  with  every  country  that  would 
bargain  with  her  on  the  definite  understanding  that  importations  from  that 
country  would  be  governed  by  its  purchases  from  Great  Britain.  But  that  is 
not  all;  she  found  that  by  setting  up  a  definite  system  of  managed  international 
trade  she  had  an  additional  security  for  her  stabilization  fund  that  soon  made 
the  pound  sterling  not  convertible  into  gold  more  valuable  than  the  pound 
sterling  convertible  into  gold.  How  far  did  she  then  go  in  regulating  domestic 
trade?  She  proceeded  to  rehabilitate  home  industry  by  offering  suitable  rewards 
wherever  possible.  She  went  further  in  many  regards  than  even  the  United 
States  have  gone.  Old-fashioned  industries  were  persuaded  to  scrap  outmode  I 
factories  and  to  maintain  fixed  prices  and  wages.  The  resuscitation  of  the 
Lancashire  cotton  industry  affords  an  example  of  what  was  undertaken  and 
accomplished.  There  some  10  million  outmoded  spindles  a  year  were  purchased 
and  scrapped  ;  inefficient  industries  were  put  on  an  efficient  basis.  No  depart- 
ment of  industrial  endeavor  was  overlooked ;  coal,  steel,  and  shipbuilding 
industries  were  helped,  and  more  than  $10,000,000  was  advanced  as  a  subsidy 
to  the  merchant  marine.  The  recovery  of  fuel  oil  from  coal  was  undertaken, 
while  plans  for  the  development  of  electrical  energy  throughout  the  country 
were  fully  considered  and  are  now  under  way. 

In  agriculture  the  Government  was  not  less  active.  For  products  such  as 
milk,  butter,  cheese,  eggs,  poultry,  potatoes,  pigs,  and  bacon,  marketing  boards 
have  been  set  up  to  reguLate  production,  distribution,  competition,  and  prices. 
In  the  case  of  hops  a  monopoly  was  established  which  gave  the  existing  pro- 
ducers security  by  preventing  any  other  producer  from  entering  that  field. 
Many  other  instances  are  available  in  which  individual  liberty  and  rights  were 
sacrificed,  controlled,  and  regulated  for  national  well-being.  To  induce  the  pro- 
duction of  wheat  a  price  of  $1.40  a  bushel  was  guaranteed  for  all  home  produc- 
tion, and  farmers  who  had  emigrated  returned  to  England  to  farm  at  a  profit 
.after  having  gone  broke  in  other  countries. 

A  close  examination  of  the  activities  of  the  British  Government  indicates  that 
in  commerce,  industry,  and  agriculture,  in  fact,  in  all  lines  of  domestic  and 
international  trade,  the  Government  of  Great  Britain  have  followed  a  policy 
of  regulation  and  control,  supported  by  widely  distributed  and  adequate  sub- 
sidies and  measures  of  financial  assistance  just  as  far  reaching  as  the  program 
followed  by  the  Roosevelt  administration.  Sugar-beet  growers,  milk  produce :•- 
herring  fishers,  cattle  and  hog  producers,  and  many  others  have  been  definitely 
subsidized  to  induce  production  at  home. 

But  that  is  not  all.  Anticipating  the  unemployment  problem,  as  early  as 
1912  Great  Britain  passed  her  first  unemployment-insurance  bill,  and  when 
the  crisis  came  she  proceeded  to  finance  on  a  three-way  basis  the  bulk  of 
unemployment  relief  due  to  the  depression.  She  financed  it,  first,  to  alleviate 
destitution;  next,  to  maintain  consumers'  buying  power,  and,  third,  to  assist 
in  maintaining  an  available  supply  of  labor  for  industry.    Outstanding  in  the 
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recovery  program  is  the  immense  housing  activity  that  has  been  carried  on 
since  the  close  of  the  war.  Since  the  armistice  2,700,(XJO  houses  have  been 
built  in  Great  Britain,  enough  to  house  the  entire  population  of  Canada. 
During  the  last  4  years  a  million  houses  have  been  built  in  England  and  in 
Wales.  Some  will  say  that  they  were  not  subsidized,  but  over  half  of  those 
houses  received  some  measure  of  assistance  from  national  or  local  govern- 
ments. Not  content  with  this,  the  British  Government  have  now  laid  down 
a  slum-clearance  program  designed  to  eliminate  slum  conditions  in  every  la  rue 
city  in  Great  Britain  within  a  5  year  i>eriod.  In  the  realm  of  education, 
health  protection,  and  social  services  generally,  the  British  Government  has 
given  a  definite  lead.  The  national  board  of  education  is  the  first  step  to- 
wards the  recognition  of  education  not  only  as  a  national  responsibility  but 
as  a  great  national  opportunity.  Education  has  been  extended  to  include  a 
vast  scheme  of  physical  training,  and  the  playing  fields  of  the  public  schools 
have  now  been  established  as  part  of  the  common  schools  of  England.  Health 
insurance,  superannuation  allowances,  and  pensions  have  been  extended  and 
encouraged.  Wage  cuts  made  under  the  deflationist  policy  have  been  restored 
and  the  civil-service  list,  which  was  substantially  reduced,  has  been  restored 
and  increased. 

FISCAL  POLICY 

This  vast  program  of  recovery  was  developed  and  financed  by  men  who 
faced  the  problem  as  a  permanent  one.  It  was  financed  in  this  way ;  The 
reduction  in  interest  rates  on  the  national  debt  made  that  field  of  investment 
less  attractive  to  the  private  investor.  By  the  system  of  financing  the  Gov- 
ernment with  direct  issues  of  Bank  of  England  notes  as  national  currency, 
and  by  treasury  certificates  and  low  rate  short-term  loans,  the  opportunity 
for  investment  of  private  capital  in  national  securities  was  further  restricted. 
The  British  exchequer  in  cooperation  with  the  Bank  of  England  secured  the 
active  cooperation  of  the  merchant  banks,  loan  and  trust  companies,  insurance 
companies,  building  societies,  to  the  end  that  all  capital  was  made  available 
at  rates  of  interest  which  made  the  circulation  of  money  a  practical  problem 
of  administration  well  within  the  power  of  government.  By  repudiating  de- 
flation and  resorting  to  a  system  of  managed  currency  and  planned  economy 
Great  Britain  has  proven  that  the"*  control  of  inflation  is  within  the  admin- 
istrative powers  of  modern  government.  By  way  of  contrast  may  I  j  oint 
out  that  during  the  period  the  deflationists  were  in  control  in  Great  Britain 
The  construction  of  the  Queen  Mary  was  delayed.  The  statement  was  made 
that  the  necessary  money  to  carry  out  such  a  program  could  not  be  produced. 
But  when  there  was  a  change  of  policy  funds  were  found,  with  the  result  that 
The  great  vessel  was  completed  and  has  been  launched,  demonstrating  the 
powers  of  the  people  of  Great  Britain  not  only  to  rule  the  waves  but  to  main- 
Tain  the  freedom  of  the  seas. 

No  longer  are  the  people  of  Great  Britain  distressed  or  downhearted. 
Under  a  policy  of  managed  currency  and  controlled  inflation,  notwithstanding 
The  jangling  discords  of  Europe  they  are  facing  a  threatening  world  with  their 
eld-time  courage  and  fortitude.  When  we  want  something  to  follow  I  think 
we  might  well  look  to  the  people  of  those  islands,  whose  resources  and  oppor- 
tunities are  far  less  than  ours.  Surely  we  can  get  inspiration  from  them.  No 
sooner  was  the  Queen  Mary  off  the  ways  than  the  Government  announced 
a  national  defence  program  involving  an  expenditure  of  $1,500,000,0()0.  In 
this  program  they  are  strengthening  their  navy,  their  air  force,  their  army, 
and  every  branch  of  their  defense  service.  They  are  proceeding  to  establish 
all  industry  in  Great  Britain  so  that  it  may  be  readily  converted  into  the  serv- 
ice ef  national  protection.  They  are  not  only  assisting  industry  to  serve  the 
nation  effectively  but  preparing  an  army  of  trained  men  and  women  who 
will  be  available  to  meet  any  emergency  that  may  arise.  True,  they  call  this 
activity  a  program  of  national  defense,  but  the  fact  remains  that  it  will  give 
employment  to  a  vast  army  of  men  and  women  who.  were  it  not  for  the 
program,  would  not  be  employed.  They  have  made  no  mistake  about  the 
permanency  of  the  problem,  and  they  have  not  made  the  mistake  of  suggest- 
ing that  the  bills  they  pass  be  done  away  with  in  I  year's  time.  I  know  many 
people  will  say  that  the  condition  in  Great  Britain  is  not  analogous  to  that 
in  Canada.  But  let  us  see  what  points  in  their  general  problem  are  similar 
to  those  in  Canada. 
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Competent  and  unbiased  authorities  inform  us  that  Great  Britain's  recovery 
since  1932  has  put  new  heart  into  the  nation.  This  year  the  registered  unem- 
ployment is  tlie  lowest  in  5  years.  The  index  of  general  business  activity  has 
reached  the  1929  level,  and  for  the  last  2  years  the  budget  has  shown  a  surplus. 
Let  those  who  say  that  the  situation  is  not  analogous  consider  what  has  taken 
place  in  the  United  States.  May  I  point  out  that  during  the  last  5  years 
we  bave  as  a  nation  spent  $190,000,000  on  unemployment  relief.  If  we  had 
undertaken  to  solve  the  problem  on  the  same  basis  as  was  followed  in  the 
United  States,  our  proportionate  expenditures,  when  compared  with  those  of 
that  country,  would  be  between  $1,500,000,000  and  $2,000,000,000.  The  fact 
is  that  we  have  spent  comparatively  nothing  on  unemployment  relief,  and  that 
is  why  the  situation  is  so  disastrously  acute  today. 

Mr.  Clark.  It  seems  to  me  that  someone  before  this  committee  last 
year,  perhaps  not  in  the  hearings,  but  at  any  rate  I  have  a  recollec- 
tion that  someone  used  Sweden  as  an  example  of  the  most  forward- 
acting  country  along  these  lines. 

Mr.  Owen.  Sweden  has  been  taking  great  pains  to  establish  a  cur- 
rency of  uniform  purchasing  power,  but  it  made  the  grave  mistake 
of  stabilizing  on  the  low  price  level  of  the  depression,  thereby  in- 
juring its  debtors.  Finland,  on  the  other  hand,  stabilized  on  the 
expanded  price  level  at  the  end  of  the  World  War,  which  accounts 
for  its  prosperity  and  the  meeting  of  its  debt  payments  to  the  United 
States. 

Mr.  Clark.  Is  there  any  country  now  that  issues  directly  its  own 
money,  such  as  you  advocate  and  such  as  I  am  inclined  to  agree  we 
are  coming  to? 

Mr.  Owen.  No  ;  not  that  I  know  of.  Abraham  Lincoln  assisted  in 
creating  the  greenbacks. 

Mr.  Clark.  Was  not  the  only  fundamental  trouble  with  the  green- 
backs that  they  did  not  provide  sinking  funds  to  retire  them  ? 

Mr.  Owen.  There  was  no  necessity  whatever  for  retiring  green- 
backs. They  should  never  have  been  retired.  They  should  always  be 
used  as  a  medium  of  exchange,  because  the  people  are  compelled  to 
have  a  volume  of  the  medium  of  exchange  with  which  to  produce  and 
consume.  The  Government  notes  of  1861  were  receivable  for  all  debts 
and  dues  and  circulated  at  par  with  gold,  while  the  greenbacks  not 
being  receivable  for  all  debts  and  dues  fell  to  40  percent  of  their  face 
value. 

Mr.  Clark.  Assuming,  of  course,  that  you  find  a  good  place  to  stop. 

Mr.  Owen.  But  a  good  place  to  stop  in  the  expanding  of  production 
is  better  than  to  stop  at  the  bottom  of  the  depression. 

Mr.  Clark.  Of  course,  I  agree  with  that,  but  you  cannot  issue 
greenbacks  indefinitely.  You  must  keep  your  money  issued  in  step 
with  the  productive  and  consuming  capacity. 

Mr.  Owen.  That  is  right,  and  the  Congress  would  have  in  charge 
of  that  determination  a  competent  board  representing  the  public 
interest  and  carrying  out  that  policy,  but  that  policy  must  be  declared 
by  Congress  and  not  again  be  left  to  be  perverted  by  the  Federal 
Reserve  Board,  as  they  did  in  1921,  over  nine  protests  by  me  on  the 
floor  of  the  Senate. 

Mr.  Clark.  At  that  time,  of  course,  the  Federal  Reserve  Board  pos- 
sibly did  not  have  the  necessary  control. 

Mr.  Owen.  They  exercised  the  control  through  their  relationship 
with  the  Federal  Reserve  council  and  36  class  A  directors  in  a  secret 
meeting  in  this  city  on  May  18,  1920,  when  they  agreed  upon  this 
policy  of  contraction. 
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Mr.  Clark.  But  they  were  under  the  domincation  of  those  36  class 
A.  directors. 

Mr.  Owen.  I  do  not  think  so.  They  were  dominated  by  them,  but 
under  the  oath  of  office  that  they  took  they  were  to  sustain  the  rights 
of  the  people  of  the  United  States  and  to  uphold  the  Constitution  of 
the  United  States,  which  provided  for  governmenal  control  of  this 
matter.   They  forgot  it  or  overlooked  it ;  I  do  not  know. 

Mr.  Clark.  Up  to  this  last  year,  they  did  not  have  any  power  and 
they  wanted  more. 

Mr.  Owen.  I  am  in  favor  of  giving  them  power,  but  also  I  want 
them  to  perform  their  duties  in  the  interest  of  this  country,  not 
to  divert  that  power  against  the  interests  of  this  country. 

Mr.  Clark.  I  think  that  we  all  agree  with  that. 

Now,  as  to  your  statistics  showing  the  farm  income  being  out  of 
line  with  the  national  income  

Mr.  Owen.  Those  figures  are  taken  from  Government  records. 

Mr.  Clark.  Yes,  but  I  assume  that  they  have  reference  to  the  cash 
income.   Is  that  correct? 

Mr.  Owen.  Yes. 

Mr.  Clark.  Of  course,  the  farmer  is  probably  in  a  peculiar  eco- 
nomic situation,  in  the  respect  that  he  has  an  income  in  excess  of  his 
cash  income. 

Mr.  Owen.  That  is  right, 

Mr.  Clark.  He  has  his  food. 

Mr.  Owen.  Yes,  and  if  he  did  not  have  that  he  would  be  com- 
pletely ruined. 

Mr.  Clark.  I  appreciate  that,  but  at  the  same  time  I  call  atten- 
tion to  the  fact  that  until  you  .take  the  farmer's  full  income  you  do 
no  have  an  accurate  comparison. 

Mr.  Owen.  Yes,  and  many  men  have  said,  and  I  think  it  is  true, 
that  farming  is  a  mode  of  living  that  they  find  happiness  in,  in  the 
young  animal  life  and  the  plant  life  around  them,  which  has  a  joy 
of  its  own,  and  that  makes  them  endure  with  marvelous  patience  the 
denial  of  rights  to  which  I  have  called  attention.  The  value  of  their 
farms  and  ranches  was  reduced  from  67  billions  in  June  1920  to  about 
32  billions  now,  and  the  debts  which  have  been  unloaded  upon  them 
because  they  do  not  have  an  income  sufficient  to  meet  the  debts  have 
bankrupted  hundreds  of  thousands  of  farmers. 

Mr.  Clark.  There  is  no  question  about  that. 

Mr.  Owen.  It  is  a  terrible  thing,  which  I  know  every  member  of 
this  committee  sympathizes  with.  We  all  sympathize  with  it.  We 
are  seeking  a  remedy.  We  are  seeking  relief.  We  want  the  unem- 
ployed to  be  able  to  walk  upright,  and  not  to  be  walking  as  beggars 
in  our  streets.  We  want  them  to  have  the  same  self-respect  that 
you  and  I  try  to  have.  They  are  entitled  to  it.  They  furnish  us  our 
food,  and  they  furnish  us  with  the  raw  material  of  which  our  clothing 
is  made. 

Mr.  Clark.  Senator,  could  you  tell  me  briefly,  as  regards  this 
specific  measure  before  us,  who  drew  it?  Is  this  some  one  man's 
concept  or  development? 

Mr.  Owen.  I  do  not  know  that.    I  have  had  nothing  to  do  with  it. 

Mr.  Clark.  I  never  heard  of  it  until  this  year,  and  I  have  won- 
dered what  its  background  was. 
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Mr.  Owen.  The  background  of  it  is  the  truth  which  has  been  ex- 
pounded for  20  years  by  Douglas,  a  great  engineer  and  a  great 
thinker,  whose  studies  have  been  examined  critically  by  many  men. 

Mr.  Clark.  Yes;  but  you  yourself  said  that  there  were  several 
methods  or  ways  of  approaching  this  problem,  and  we  have  before 
us  this  specific  way  upon  which  we  will  be  called  upon  to  vote. 
That  is  why  I  was  asking  these  questions. 

Mr.  Owen.  I  do  not  know  who  drew  it,  but  I  assume  that  it  was 
drawn  by  those  who  have  been  studying  the  Douglas  system  of 
social  credit. 

Mr.  Clark.  That  is  based,  you  think,  on  the  Douglas  idea  I 
Mr.  Owen.  Oh,  yes.    There  is  no  question  about  that. 
Mr.  Clark.  That  is  all. 

Mr.  Goldsborough.  Senator  Owen,  the  committee  feels  deeply  ap- 
preciative of  your  appearing  before  it  and  giving  us  this  very  useful 
and  fundamental  information.  I  hope  that  you  have  not  tired 
yourself  in  the  effort. 

Mr.  Owen.  Oh,  no;  this  entertains  me.  I  am  very  pleased  to 
have  had  the  opportunity. 

I  have  written  a  statement  setting  forth  the  effects  when  the 
Government  shall  regulate  for  the  general  welfare  the  money  sup- 
ply, including  check  money,  and  I  would  like  to  have  permission  to 
put  it  in  as  an  exhibit  to  my  remarks. 

Mr.  Goldsborough.  Without  objection  that  will  be  done,  Senator. 

Exhibit  8 

Shall  Congress  Regulate  the  Value  of  Money? 

(Chapter  7  on  an  article  on  money,  by  former  Senator  Robert  L. 
Owen,  in  The  Instructor,  a  monthly  magazine,  Gardenvale,  Quebec, 
Canada,  Apr.  1936:) 

Shall  Congress  Regulate  the  Value  of  Money? 

Certainly  if  Congress  obeys  the  constitutional  mandate,  it  will  regulate  the 
value  of  money.  It  has  established  the  machinery  already  and  the  presumption 
is  the  new  Federal  Reserve  Board,  as  the  agents  of  Congress,  will  recommend 
and  create  a  supply  of  money  as  bank  credit  adequate  to  fully  employ  the 
employable  people  and  stabilize  such  money  in  the  future  by  regulating  the 
supply  to  that  end. 

Assuming  that  this  is  done  by  gradual  steps,  it  will  result  in  building  up 
the  present  bank  deposits  to  approximately  $69,000,000,000  and  gradually 
increasing  these  deposits  as  the  future  requires. 

When  this  shall  have  been  accomplished  by  the  purchase  of  Government  bonds 
and  other  sound  bankable  assets  by  the  Federal  Reserve  banks,  it  will  have 
the  effect  of  transferring  the  entire  public  debt  to  the  vaults  of  the  Federal 
Reserve  bank  where  so  much  as  may  be  needed  can  be  retained  by  refunded 
bonds  bearing  a  low  rate  not  over  3  percent  which  would  be  salable  to  the 
public  in  the  event  the  board  of  governors  should  find  it  necessary  in  the 
public  interest  to  check  any  dangerous  inflation  of  credit  by  the  privately 
owned  banks.  This  would  save  the  taxpayers  of  the  United  States  not  only  the 
interest  on  such  Government  bonds  and  the  amortization  charges,  but  the 
principal  of  such  bonds  would  cease  to  be  an  outstanding  obligation  in  the  hands 
of  creditors  able  to  make  demand  on  the  United  States  revenues.  It  would 
thus  cut  down  an  enormous  annual  charge  on  the  Budget  and  assist  the 
Government  in  balancing  the  Budget. 

A  much  more  important  result  would  follow  because  when  the  money  supply 
was  expanded  to  69  billions,  such  money  in  bank  deposits,  unemployed,  and 
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paying  no  interest,  would  seek  employment  in  new  industrial  enterprises.  The 
profit  motive  would  put  such  money  at  work  in  buying  properties,  in  developing 
properties,  in  supplying  the  unlimited  wants  of  a  great  Nation,  whoso  demands 
would  have  no  limit.  The  tremendous  growth  of  invention  and  pf  mass-produc- 
tion machinery,  and  the  desire  of  the  human  race  for  comforts,  conveniences, 
and  luxuries,  will  give  full  employment  to  such  capital  and  will  enable  labor 
to  have  shorter  hours  and  higher  wages  in  producing  and  exchanging  com- 
modities and  services  with  each  other.  Our  national  production  should  not  only 
go  back  to  what  it  was  in  1929,  it  should  very  greatly  increase  for  even  in 
1929  there  was  no  expansion  of  credit  in  the  wholesale  commodity  market, 
where  the  all-commodity  index  was  below  par.  The  production  in  the  United 
States,  where  the  United  States  used  its  credit,  for  the  benefit  of  all  the  people 
in  the  country,  should  have  the  effect  of  very  greatly  increasing  our  national 
production,  and  along  with  it,  increasing  the  revenues  of  the  Nation,  of  the 
States,  of  cities  and  counties,  and  of  corporations  and  persons  enabling  a  reduc- 
tion of  taxation  to  take  place.  The  amount  of  new  capital,  annually  required 
to  be  created  by  the  United  States,  should  make  unnecessary  the  high  Federal 
taxes  which  now  annoy  and  disturb  the  people.  It  would  make  it  unnecessary 
"to  soak  the  rich",  or  to  soak  any  class  of  property  owner.  Nuisance  taxes 
could  be  and  should  be  abolished. 

THE   EFFECT   ON  TAXPAYERS 

Under  the  policy  proposed,  Federal  taxes  could  be  reduced  to  one-fourth  of 
what  they  are  now  because  the  public  debt  would  be  retired  without  cost  and 
working  capital  would  double,  not  only  Government  revenues,  but  private 
income  and  corporate  income,  and  make  taxes  more  endurable.  Moreover,  the 
Government  of  the  United  States  in  buying  municipal  bonds  and  bankable 
assets,  through  the  Reserve  banks,  would  make  a  great  earning  for  the  Gov- 
ernment to  take  the  place  of  taxes,  which  now  come  out  of  the  pocketbooks 
of  the  taxpayers. 

THE  EFFECT  ON  BANKERS 

Under  these  conditions,  the  bankers  could  expand  real-estate  loans  and  com- 
mercial loans,  and  at  the  same  time,  could  have  a  reserve  with  the  Federal 
Reserve  banks  so  large  that  no  banker  would  have  any  fear  of  his  depositors 
because  his  depositors  would  have  their  deposits  represented  by  reserves,  not 
of  10  percent,  but  up  to  50  percent  or  100  percent.  Suppose,  for  example, 
that  the  United  States  bought  its  outstanding  debt.  It  would  increase  the 
reserves  of  the  member  banks  about  30  billions,  so  that  they  would  have 
reserves  of  about  36  billions,  which  w7ould  be  a  100  percent  reserve  against 
36  billions  of  loans  or  16  billions  more  loans  than  they  have  now.  Bur  under 
stable  conditions  where  business  men  could  make  their  contracts  with  depend- 
ability, with  certainty,  that  the  dollar  was  not  going  to  change  in  debt- 
paying  purchasing  power,  we  should  have  public  confidence  restored  to  a 
maximum.  Under  conditions  of  guaranteed  stability  by  our  Government,  busi- 
ness life  would  have  a  new  charm.  Fear  will  vanish  and  men  of  prudence  can 
undertake  great  enterprises  and  carry  them  through  with  success.  This  has 
been  impossible  in  the  past,  and  with  the  doubling  of  Government  income,  of 
corporate  and  private  income,  wi  h  the  doubling  of  our  national  production,  our 
great  banks  and  our  small  banks  will  be  the  beneficiaries,  as  they  deserve  to 
be,  for  they  till  a  useful  part,  a  most  valuable  part,  in  cur  national  economy. 
They  will  continue  to  be  merchants  of  credit  without  having  the  power  to 
destroy  themselves  by  private  uncontrolled  and  indefensible  expansion  and  con- 
traction of  credit  through  undue  optimism,  or  unwise  pessimism. 

The  banks  will  still  have  50,000,000  depositors,  whose  numbers  and  deposits 
will  greatly  increase.  A  service  charge  of  $1  a  month  on  50,000.000  deposits 
would  make  a  return  of  $600,000,000  per  annum,  and  the  depositor  should  be 
subjected  to  a  service  charge  sufficient  to  adequately  compensate  the  bank,  and 
leave  the  bank  also  its  earnings  arising  from  interest.  One  of  the  evils  which 
has  afflicted  the  banks  and  their  borrowers  in  the  past,  has  been  rates  of 
interest  which  deprive  the  people  of  reasonable  return  for  their  services.  The 
people  of  Belgium  prior  to  the  World  War,  for  50  years,  had  an  interest  rate 
of  3  percent  without  a  break,  and  our  banks  are  now  lending  money  to  the 
United  States  Government  at  an  incredible  low  rate.  The  interest  rates  to 
the  United  States  people  should  be  reduced,  for  it  is  the  interest  on  $250,000,- 
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000,000  of  private,  corporation,  and  Government  debts  that  is  taxing  the 
American  people  at  the  rate  of  a  billion  dollars  a  month.  Under  the  new  plan 
of  constitutional  money,  the  banks  would  have  a  stability  and  prosperity  they 
have  never  known.  Under  the  blundering  management  of  our  privately  owned 
banks  in  the  United  States,  we  have  seen  15,000  of  their  number  destroyed  and 
depositors  and  stockholders  losing  their  savings  by  billions  of  dollars  and 
thousands  of  boards  of  directors  composed  of  honest  and  capable  men  ruined 
in  reputation,  from  causes  of  which  they  were  innocent. 

THE  EFFECT  ON  BUSINESS  MEN 

When  business  men  are  absolutely  assured  of  stability  in  business;  that 
the  people  at  all  times  will  have  an  adequate  amount  of  money  with  which 
to  buy  the  products  and  services  of  each  other;  when  they  know  that  the 
danger  of  bank  failure  has  ended ;  when  they  know  that  they  can  get  credit 
in  reasonable  amounts  for  productive  purposes  and  that  business  life  and 
business  enterprise  are  the  basis  of  dependable  security,  business  life  will 
become  a  joy  to  self-respecting,  industrious,  honest  men.  The  ghastly  record 
of  business  failure  will  cease. 

THE  EFFECT  ON  INTERNATIONAL  EXCHANGE 

When  America,  by  public  control  of  credit,  restores  this  country  to  maximum 
employment  and  production,  and  stable  conditions  of  credit,  and  a  dollar  whose 
uniform,  permanent,  debt-paying  purchasing  power  is  guaranteed,  our  produc- 
tion would  far  surpass  anything  of  the  past  when  we  have  a  stable,  dependable 
measure  of  value  and  medium  of  exchange  in  the  dollar.  Backed  by  the 
opportunity  of  converting  that  dollar  into  gold  at  $35  an  ounce,  for  international 
trade  purposes,  the  American  dollar  will  become  the  standard  measure  of  value 
for  the  whole  world.  Gold  will  then  have  been  made  a  stable  measure  of 
value,  not  only  in  our  foreign  commerce,  but  gold  will  have  a  dependable 
debt-paying  purchasing  power,  because  it  will  be  pegged  to  the  American  dollar 
at  $35  an  ounce.  An  ounce  of  gold  will  be  stable  in  its  debt-paying  purchasing 
power,  because  it  will  be  35  times  a  stable  dollar.  When  you  have  an  inch 
measure  defined  by  law  and  a  yard  by  law  is  made  36  times!  an  inch,  your 
yardstick  is  dependable  because  you  have  a  dependable  measure,  in  the  inches 
of  which  it  is  composed.  The  French  franc  should  then  be  stable  in  its  debt- 
paying  purchasing  power  so  long  as  it  is  freely  exchangeable  for  gold.  But, 
if  the  French  franc  is  greatly  expanded  and  ceases  to  be  redeemable  in  gold, 
or  to  have  the  right  to  purchase  gold  at  the  rate  of  $35  an  ounce,  the  French 
franc  would  cease  to  be  stable.  Any  nation  can  follow  our  example  and 
regulate  the  value  of  its  own  currency  by  regulating  the  supply  in  relation  to 
the  demand,  but  we  can  never  have  any  assurance  on  this  point  and  for  that 
reason  should  never  peg  our  currency  to  that  of  France,  Great  Britain,  Italy, 
Germany,  or  Russia.  The  advice  of  Washington  to  avoid  entangling  alliances 
should  apply  with  great  force  to  our  monetary  unit.  We  haven't  had  under- 
standing enough  yet  to  stabilize  our  own  money,  and  until  we  do  and  until 
the  other  nations  of  the  earth  have  shown  an  equal  capacity  to  regulate  and 
stabilize  their  own  currency,  the  idea  of  international  stabilization  is  not  only 
preposterous,  but  a  fraudulent  suggestion,  undeserving  of  serious  consideration. 
Let  each  nation  stabilize  its  own  currency.  We  are  in  a  position  to  give  the 
world  a  standard  measure  of  value,  because  we  have  over  $10,000,000,000  in 
gold  and  the  balance  of  trade  would  be  in  our  favor  in  the  future  as  in  the 
past,  when  we  return  to  normal  condition  of  financial  and  commercial  health. 

THE  EFFECT  ON  LABOR 

When  the  Government  creates  an  adequate  supply  of  money  to  furnish  all 
the  working  capital  required  by  our  people  for  transacting  the  business  possible 
in  this  country,  under  favorable  circumstances,  there  would  be  available  the 
money  that  is  needed,  with  which  to  employ  all  employable  people  and  pay 
them  good  wages  for  reasonable  hours.  Moreover,  when  all  the  people  were 
employed  at  labor,  producing  the  goods  and  services  needed  by  each  other, 
there  would  be  twice  as  much  of  such  goods  and  services  and  of  wealth  for 
the  producers  to  consume  as  consumers.  The  producers  and  consumers  are 
the  same  people  and  all  they  need  is  an  adequate  supply  of  money  to  enable 
them  to  produce  and  exchange  their  products  and  services. 
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THE  EFFECT  ON  COST  OF  LIVING 

The  labor  leaders  have  been  frequently  used  against  their  own  interests 
by  being  told  by  their  money  masters  that  the  expansion  of  the  money  supply 
would  raise  the  price  of  commodity  and  create  a  high  cost  of  living  without 
creating  at  the  same  time  higher  wages,  better  hours,  and  stability  of  employ- 
ment. This  fallacy,  which  should  be  transparent,  is  fully  met  by  the  evidence 
of  the  last  two  decades.  It  was  on  the  pretense  of  "a  persistent  attack  on 
the  high  cost  of  living"  by  "a  courageous  and  intelligent  contraction  of  credit 
and  currency"  (Republican  platform,  June  10,  1920)  that  elected  Harding 
wTith  the  immediate  result  of  throwing  5,000,000  people  out  of  employment 
and  -having  labor  grind  the  face  of  labor  by  cruel  competition.  In  the  last 
depression,  the  contraction  of  credit  has  thrown  15,000,000  people  out  of 
employment,  and  brought  them  face  to  face  with  starvation  and  public  and 
private  charity.  Furnishing  the  people  with  an  adequate  supply  of  money 
would  double  the  value  of  their  production  and  greatly  increase  the  volume  of 
the  things  which  labor  will  then  consume.  When  the  volume  of  commodities 
doubles  it  has  a  tendency  to  reduce  the  price  by  competition. 

THE  EFFECT  UPON  THE  RICH 

The  plan  herein  set  forth,  in  doubling  the  production  of  wealth,  would  give 
greater  opportunity  to  those  whose  ambition  leads  them  to  the  further  acqui- 
sition of  wealth.  When  you  double  the  creation  of  wealth,  you  double  the 
opportunity,  for  those  who  desire  to  acquire  more  wealth.  But  there  would 
be  this  difference.  Everyone  would  have  an  equal  opportunity.  The  oppor- 
tunity which  a  few  have  had  in  the  past  of  creating  wealth  for  themselves 
by  taking  it  from  others  would  no  longer  exist.  The  old  system  taught  some 
people  to  believe  that  the  more  they  took  from  others  the  more  they  had 
for  themselves,  whereas  the  fact  of  the  matter  is  that  the  more  we  help  those 
about  us  to  help  themselves  the  more  we  have  for  ourselves  and  the  more 
enjoyable  does  life  become. 

Moreover,  the  plan  proposed  would  cut  down  the  taxes  of  the  rich  by  cutting 
down  the  needs  of  the  Government  for  higher  taxes. 

It  would  do  much  more  than  this  for  the  rich.  It  would  remove  the  menace 
of  crime  which  is  created  by  national  distress.  It  would  remove  the  danger 
of  a  change  of  government,  leading  us  to  Socialism,  Fascism,  Nazism,  or 
Communism.  It  would  establish  forever  the  highest  form  of  an  intelligent, 
peaceful,  happy  democracy,  where  all  the  people  could  cherish  each  other 
in  bonds  of  mutual  respect  and  affection. 

THE  EFFECT  UPON  WOMEN 

Men  transact  the  business  of  life  normally,  but  women  are  the  creators  and 
preservers  and  custodians  of  life  itself.  Women  have  charge  of  the  family 
purse,  ana  they  feel  far  more  keenly  than  men  the  effects  of  a  cruel  depression 
and  contraction  of  mony,  which  deprives  them  of  the  opportunity  of  feeding, 
clothing,  sheltering,  nurturing,  educating  their  babes  and  children,  and  they 
suffer  with  deepest  anxiety  the  distress  which  faces  the  father  when  he  is 
not  only  thrown  out  of  employment,  but  finds  it  impossible  to  sell  his  labor 
at  any  price.  His  inability  to  get  the  necessities  of  life  for  his  wife  and  chil- 
dren, is  a  stark,  grim  tragedy,  which  the  mothers  of  the  land  most  deeply 
feel.  When  the  government  of  a  country  discharges  its  constitutional  duty 
of  creating  an  adequate  supply  of  money  and  of  regulating  the  value  thereof, 
women  will  be  among  the  chief  beneficiaries. 

Mr.  Goldsborough.  Senator  Owen,  of  course  in  considering  the 
validity  of  a  measure,  it  is  necessary  always  to  try  to  justify  it 
in  a  social  sense  as  well  as  in  a  practical  sense.  You  concede,  do 
you  not,  that  inventions  which  do  away  with  the  necessity  for  human 
drudgery  are  the  possessions  of  all  of  the  people,  very  largelv ! 

Mr.  Owen.  Yes. 

Mr.  Goldsborough.  And  you  think  that  society  as  a  whole  should 
inherit  the  benefit  of  these  inventions? 
Mr.  Owen.  Yes;  certainly. 
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Mr.  Goldsborough.  And  that  therefore  national  dividends,  which 
are  created  by  a  discount  on  retail  prices  on  articles  which  *ro 
directly  to  the  consumer,  and  which  have  been  produced  by  this 
increased  mechanization,  are  not  a  dole,  are  not  charity,  but  are 
something;  that  society  as  a  whole  is  entitled  to  the  benefit  of? 

Mr.  Owen.  Certainly. 

Mr.  Goldsborough.  That  is  one  of  the  difficulties  that  we  are 
confronted  with. 

Mr.  Owen.  I  think  it  might  be  well  to  put  into  this  record  the 
monetary  policy  of  Abraham  Lincoln,  because  he  had  a  wonderful 
brain,  and  he  stated  it  wonderfully. 

Mr.  Goldsborough.  We  would  be  glad  to  have  you  do  that. 

(The  statement  referred  to  is  as  follows:) 

Exhibit  9 

Lincoln's  Monetary  Policy 

In  a  recently  published  volume,  Conquest  of  Poverty,  by  G.  G.  McGeer.  of 
the  Canadian  Parliament,  he  presents  in  detail  President  Lincoln's  monetary 
policy.    He  says  : 

"In  the  following  synopsis.  I  have  scrupulously  maintained  Lincoln's  Ideas. 
His  words  and  phraseology  are  used  except  where  the  change  has  been  nec  - 
essary to  extend  Lincoln's  conclusions  to  bank  credit,  now  used  through  the 
check  system,  which  was  not  in  common  vogue  in  his  time,  and  to  make  his 
observations  applicable  to  monetary  practices  that  have  since  developed,  and 
were  not  in  operation  in  his  day,  but  to  which  his  ideas,  nevertheless,  apply. 

lincolon's  monetary  policy 

"Money  is  the  creature  of  law  and  the  creation  of  the  original  issue  of 
money  should  be  maintained  as  an  exclusive  monopoly  of  National  Government. 

"Money  possesses  no  value  to  the  State  other  than  given  t<»  it  by  circulation. 

"Capital  has  its  proper  place  and  is  entitled  to  every  protection. 

"The  wages  of  men  should  be  recognized  in  the  structure  of  and.  in  the 
social  order  as  more  important  than  the  wages  of  money. 

"No  duty  is  more  imperative  on  the  Government  than  the  duty  if  owes  the 
people  to  furnish  them  with  a  sound  and  uniform  currency,  and  of  regulating 
the  circulation  of  the  medium  of  exchange  so  that  labor  will  be  protected 
from  a  vicious  currency,  and  commerce  will  be  facilitated  by  cheap  and  safe 
exchanges. 

"The  available  supply  of  gold  and  silver  being  wholly  inadequate  to  permit 
the  issuance  of  coins  of  intrinsic  value  or  paper  currency  convertible  into  coin 
in  the  volume  required  to  serve  the  needs  of  the  people,  some  other  basis  for 
the  issue  of  currency  must  be  developed,  and  some  means  other  than  that  of 
convertibility  into  coin  must  be  developed  to  prevent  undue  fluctuations  in  the 
value  of  paper  currency  or  any  other  substitute  for  money  of  intrinsic  value 
that  may  come  into  use. 

"The  monetary  needs  of  increasing  numbers  of  people  advancing  toward  higher 
standards  of  living  can  and  should  be  met  by  the  Government.  Such  needs  can 
be  served  by  issuing  by  the  issue  of  national  currency  and  credit  through  the 
operation  of  a  national  banking  system.  The  circulation  of  a  medium  of  ex- 
change issued  and  backed  by  the  Government  can  be  properly  regulated  and 
redundancy  of  issue  avoided  by  withdrawing  from  circulation  such  amounts  - 
may  be  necessary  by  taxation,  redeposit.  and  otherwise.  Government  has  rb  S 
power  to  regulate  the  currency  and  credit  of  the  Nation. 

"Government  should  stand  behind  its  currency  and  credit  and  the  bank 
deposits  of  the  Nation.  No  individual  should  suffer  a  loss  of  money  through 
depreciated  or  inflated  currency  or  bank  bankruptcy. 

"Government  possessing  the  power  to  create  and  issue  currency  and  credit 
as  money  and  enjoying  the  right  to  withdraw  both  currency  and  credit  from 
circulation  by  taxation  and  otherwise  need  not  and  should  not  borrow  capital 
at  interest  as  the  means  of  financing  governmental  work  and  public  enterprise. 
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riie  Government  should  create,  issue,  and  circulate  all  the  currency  and  credit 
needed  to  satisfy  the  spending  power  of  the  Government  and  the  buying  power 
of  consumers.  The  privilege  of  creating  and  issuing  money  is  not  only  the 
supreme  prerogative  of  Government,  but  it  is  the  Government's  greatest  creative 
opportunity. 

"By  the  adoption  of  these  principles,  the  long-felt  want  for  a  uniform  medium 
will  be  satisfied.  The  taxpayers  will  he  saved  immense  sums  in  interest,  dis- 
counts, and  oxc  hanges.  The  financing  of  all  public  enterprise,  the  maintenance 
of  stable  government  and  ordered  progress,  and  the  conduct  of  the  Treasury 
will  become  matters  of  practical  administration.  The  people  can  and  will  be 
furnished  with  a  currency  as  safe  as  their  own  Government.  Money  will  cease 
to  be  master  and  become  the  servant  of  humanity.  Democracy  will  rise  superior 
to  the  money  power"  (pp.  186-1S8). 

Mr.  Geer,  the  author  of  the  book,  adds:  "Here,  then,  we  find  that  Lincoln 
propounded  the  monetary  policy  needed  today. 

Mr.  Eeilly.  May  I  ask  the  Senator  a  question  ? 
Mr.  Goldsborough.  Certainly. 

Mr.  Reilly.  You  appeared  before  this  committee  at  the  last  session 
of  Congress  in  favor  of  another  Goldsborough  bill,  did  you  not? 

Mr.  Owen.  You  will  have  to  identify  it.  He  has  introduced  a 
good  many. 

Mr.  Reilly.  You  remember  that  vou  appeared  when  we  adopted 
the  banking  bill  of  1935  ? 
Mr.  Owen.  Yes;  I  do. 

Mr.  Reilly.  What  is  the  difference  between  this  Goldsborough  bill 
and  that  bill? 

Mr.  Goldsborough.  Senator  Owen  was  not  in  favor  of  that  Golds- 
borough amendment.  Senator  Owen  solicited  the  Oklahoma  delega- 
tion and  got  them  to  vote  against  it,  and  that  defeated  it. 

Mr.  Owen:  The  amendment  was  a  policy  amendment  that  I  thought 
to  be  unsound.  I  did  not  know  that  the  vote  of  the  Oklahoma  dele- 
gation defeated  the  amendment,  but  I  am  glad  that  it  was  done. 

Mr.  Reilly.  Senator  Owen  came  in  in  1935  and  favored  your  bill  ? 

Mr.  Goldsborough.  No;  it  was  the  amendment  that  I  introduced. 
That  is  what  you  are  speaking  of,  and  he  was  against  it. 

Mr.  Williams.  The  amendment  that  Mr.  Goldsborough  offered  on 
the  floor  was  defeated. 

Mr.  Reilly.  Have  you  considered  this  bill?  I  think  the  Senator 
ought  to  come  before  the  committee  and  discuss  this  bill. 

Mr.  Owen.  I  would  be  very  glad  to,  but  it  was  read  to  me  last 
Friday,  and  I  have  been  deeply  concerned  in  this  matter  for  40  long 
years.  I  was  president  of  a  bank  when  I  got  a  circular  letter  from 
the  American  Bankers  Association  in  March  1893  urging  me  to  con- 
tract credit,  and  to  bring  pressure  to  bear  on  my  customers  and 
have  them  petition  Congress  to  repeal  the  Silver  Purchasing  Act. 
because  it  was  disturbing  confidence. 

That  circular  letter  caused  a  panic,  caused  my  bank  to  lose  one- 
half  of  its  deposits,  and  I  thought  of  the  matter  very  much  and  1 
began  to  study  it,  and  in  1896  I  went  before  the  Democratic  national 
convention  and  I  demanded  that  the  platform  should  contain  a  pro- 
vision pledging  that  party  to  the  protection  of  this  country  against 
future  panics,  and  I  offered  a  plan  by  which  it  could  be  done.  But 
it  was  defeated  by  a  lack  of  understanding. 

In  1898,  '2  years  afterward,  I  went  to  Europe,  and  I  talked  to  the 
governors  of  the  Bank  of  England  very  intimately  and  I  went  to 
France  and  I  talked  to  the  governors  of  the  Bank  of  France  inti- 
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mately,  and  I  did  the  same  thing  with  the  directors  of  the  Reichs- 
bank  in  Germany,  and  I  came  back  and  wrote  a  series  of  articles 
showing  how  they  stabilized  currency  and  credit  in  Europe,  and  how 
that  could  be  done  in  our  own  country. 

In  January  1907  a  remarkable  thing  took  place.  A  man  named 
J.  A.  Ownby,  to  whom  I  had  loaned  or  given  some  money  some 
years  before,  met  me  in  the  marble  room  of  the  Senate,  and,  to  my 
astonishment,  he  repaid  me  the  money  that  I  had  given  to  him  or 
loaned  to  him  many  years  before.  I  had  lost  track  of  him,  and  he 
drew  me  to  one  side,  and  he  told  me  that  he  was  then  connected 
with  an  international  banking  house,  and  that  he  could  give  me  some 
information  upon  which  I  could  greatly  profit  if  I  wanted  to.  I 
asked  him  what  it  was.  He  said,  "There  is  going  to  be  a  big 
squeeze  on  in  stocks  and  bonds."  That  disturbed  me,  because  I  was 
still  actively  interested  in  a  bank  in  Oklahoma.  I  said,  "How 
much  of  a  squeeze?"  He  replied  with  a  grin,  "Just  enough  of  a 
squeeze  to  make  the  fellows  let  loose  that  can't  hold  on." 

It  came  to  pass.  In  that  year,  1907,  I  was  elected  to  the  United 
States  Senate.  There  came  up  in  the  Senate  the  Vreeland-Aldrich 
bill.  Nelson  W.  Aldrich,  chairman  of  the  Finance  Committee,  made 
a  wonderful  speech  in  which  he  described  the  enormous  disaster 
that  had  occurred.  He  offered  a  cure  for  panics  for  money,  the 
Vreeland-Aldrich  bill,  for  an  elastic  supply  of  money.  I  discussed 
that  bill  in  a  3-hour  speech  on  the  25th  of  February  1908.  I  pointed 
out  the  correct  principle  in  a  sound  banking  system — an  elastic 
supply  of  money  and  stability  in  the  purchasing  power  of  money. 

I  was  unable  to  make  any  progress  in  amending  the  bill,  but  in 
talking  privately  with  Senator  Aldrich  I  urged  him  to  agree  that 
there  should  be  provided  a  commission  to  give  a  thorough  study  to 
the  money  question,  so  that  the  country  might  know  the  truth.  He 
agreed  to  it,  and  on  the  floor  of  the  Senate  on  the  25th  of  March 
1908  I  requested  Senator  Aldrich  as  Chairman  of  Finance,  who  had 
charge  of  the  Vreeland-Aldrich  bill,  to  amend  it  by  providing  for 
a  commission  to  thoroughly  study  the  monetary  systems  of  the 
world,  and  he  then  and  there  agreed  to  it.  Thus  was  established 
the  National  Monetary  Commission.  It  resulted  in  32  volumes  of 
reports  in  connection  with  4  years  of  studies;  and  there  was  col- 
lected a  library  of  2,500  copies  of  auxiliary  books.  It  was  the 
beginning  of  the  formation  of  an  informed  public  opinion  which 
led  to  the  Federal  Reserve  Act. 

The  manner  in  which  the  contraction  of  credit  took  place  monthly 
by  the  weekly  reporting  banks  is  submitted  as  exhibit  10. 

Exhibit  10 

Board  of  Governors  of  the 

Federal  Reserve  System, 
Washington,  April  22,  1936. 

Mr.  Rorert  L.  Owen, 

Washington,  D.  C. 

Dear  Sir:  In  response  to  your  telephone  request,  there  are  given  below  total 
loans  of  weekly  reporting  member  banks  in  101  leading  cities  on  the  first 
(Wednesday)  report  day  in  the  month,  July  1929-April  1936: 
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[In  millions  of  dollars] 


1929 


July   16,925 

August   17,044 

September   17,  150 

October   17,  428 

November   18,489 

December   17,  538 

1930 

January   17,  041 

February   16,630 

March  _..  16,547 

April   16,913 

May   16,852 

June   17,038 

July   16,960 

August   16,906 

September   16,  830 

October   17,013 

November   16,  806 

December   16,  516 


1931 


064 


1933 


January   10,  214 

February   10,  166 

March   9,  627 

April   8,  638 

May   8,  872 

June   8,  980 

July   9,  027 

August   9,  064 

September   9,  059 

October   9,  097 

November   9,  126 

December   9,  019 

1934 

January   8,  915 

February   8,  818 

March   8,  678 

April   8,  746 

May   8,  628 

June   8,  579 

July   8,  523 

August   8,  355 

September   8,  366 

October   8,269 

November   8,  213 

December   8,  240 

1935 

January   8,  115 

February   7,  988 

March   8,  192 

April   8,  084 

May   8,  155 


June. 

July   8, 

August   7, 

September   7, 

October   8, 

November   7, 


992 
037 
839 
861 
030 
968 


January   16, 

February   15,668 

March   15,  441 

April   15,382 

Mav   14,922 

June   14,  730 

July   14,691 

August   14,  506 

September   14,  398 

October   13,  858 

November   13,  510 

December   13,  350 

1932 

January    13,077 

February   12,  830 

March   12,588 

April   12,060 

May   11,  842 

June   11,  631 

July   11,  116 

August   10,  996 

September   10,  812 

October   10,637 

November   10,  441 

December   10,  364 

Very  truly  yours, 

E.  L.  Smead, 
Chief,  Division  of  Bank  Operations. 

Mr.  Goldsborotjgh.  Thank  you  very  much,  Senator  Owen. 

The  committee  will  adjourn  until  half  past  2,  and  at  half  past  2 
we  will  hear  Mr.  Carl  Strover,  of  Chicago. 

Senator  Owen.  I  want  to  thank  you  for  your  kindness, 
plause.] 

Mr.  Goldsborotjgh .  Thank  you  very  much  for  appearing. 
(Thereupon,  at  12: 15  p.  m.,  a  recess  was  taken  until  2:  30  p. 


December   8,  156 

1936 

January   8,  124 

February   7,  977 

March   8,  166 

April   8,  392 


[Ap- 


m.) 
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AFTER  RECESS 

Upon  the  expiration  of  the  recess,  the  hearing  was  resumed. 

Mr.  Goldsborougii.  Mr.  Strover,  the  tax  bill  is  being  read  for 
amendment  this  afternoon,  and  it  will  be  difficult  for  Members  to 
get  over,  but  they  will  all  read  the  record,  and  I  expect  that  it  is 
well  for  you  to  proceed,  sir.  We  all  ought  to  be  on  the  floor,  as  a 
matter  of  fact,  and  I  will  ask  you,  Mr.  Shibley.  and  Mr.  Hampden 
to  confine  yourselves  as  closely  to  one-half  hour  apiece  as  you 
possibly  can. 

STATEMENT  OF  CARL  STROVER,  ATTORNEY  AT  LAW, 
CHICAGO,  ILL. 

Mr.  Strover.  Mr.  Chairman  and  gentlemen  of  the  committee, 
my  name  is  Carl  Strover.  of  Chicago.  I  am  an  attorney  at  law.  I 
have  made  a  study  of  the  money  question  for  a  long  time. 

Mr.  GrOLDSBOROUGH.  You  appeared  before  this  committee  before, 
I  think,  Mr.  Strover:  did  you  not? 

Mr.  Strover.  I  do  not  believe  that  I  ever  was  before  this  com- 
mittee. The  chairman  at  one  time  read  a  bill  into  the  Congressional 
Record  which  I  had  prepared.  That  was  on  May  29,  1933,  but  the 
bill  was  never  introduced. 

Mr.  Goldsborough.  Will  you  proceed  in  your  own  way  I 

Mr.  Strover.  I  did  not  come  here  to  talk  on  this  bill — I  mean,  to 
Washington.  I  happened  to  be  here.  and.  having  known  Mr.  Shib- 
ley  even  since  1896  and  Senator  Owen  for  some  time,  both  of  them 
asked  me  to  come  before  this  committee  and  express  mv  views  on 
this  bill. 

I  am  in  absolute  sympathy  with  what  Senator  Owen  said  about  the 
need  of  increasing  our  money  supply.  This  bill  does  that,  but  to  a 
far  greater  extent  than  would  appear  on  the  face  of  it. 

I  am  also  in  sympathy,  of  course,  with  the  purpose  of  the  bill, 
which  comes  to  the  same  end  as  the  one  I  just  mentioned,  that  is, 
to  put  more  purchasing  power  into  the  hands  of  the  people,  but  when 
it  comes  to  the  details  of  this  bill  in  other  ways,  there  are  many 
points  on  which  I  cannot  agree.  Some  of  them  are  matters  of 
form,  of  minor  importance,  but  there  are  a  number  of  matters  of 
substance. 

The  bill  proposes  to  start  off  with  a  25-percent  discount  on  retail 
sales  to  the  ultimate  purchasers.  The  total  retail  purchases  in  the 
United  States,  goods  and  services,  amount  to  probably  forty-eight 
billion  dollars  a  year,  which  means  four  billion  dollars  a  month. 
Twenty-five  percent  of  that  is  one  billions  dollars  a  month. 

The  bill  also  proposes  to  distribute  $5  per  month  to  all  citizens  and 
residents  of  the  United  States.  Figuring  them  at  120.000.000. 
roughly,  we  have  another  $600,000,000  per  month  to  be  distributed. 

Xow.  what  is  it  that  is  to  be  distributed?  First,  the  retail  dis- 
count. The  retailers  that  grant  that  discount  are  to  deposit  their 
vouchers,  showing  that  they  have  paid  the  discount,  in  the  banks, 
just  like  cash.  The  banks  will  deposit  them  in  the  Federal  Reserve 
banks  just  like  cash,  and  the  Federal  Reserve  banks  will  receive 
from  the  Treasury  national  credit  certificates  to  an  equal  amount. 
Those  national  credit  certificates  are  to  perform  within  the  banking 


PERMANENT  DISTRIBUTION  OF  NATIONAL  PRODUCTION  93 


system  the  same  role  as  money.  They  therefore  can  be  used  as 
reserves. 

The  national  consumers'  dividend  is  likewise  to  come  out  of  these 
national  credit  certificates,  so  we  have  an  increase  to  start  with,  each 
month,  of  one  billion  six  hundred  million  dollars  by  way  of  addition 
to  our  basic  circulation,  because  these  credit  certificates  are  just  like 
legal  tender.  In  5  months  we  would  add  eight  billion  dollars  to  our 
basic  circulation. 

It  seems  to  me  manifest  that  that  would  be  bound  to  create  a  very 
considerable  inflation,  in  my  judgment  more  than  ought  to  take 
place.  True,  the  bill  provides  certain  checks.  The  bill  in  a  general 
way  says  that  there  shall  not  be  any  undue  expansion,  and  makes 
certain  provisions  as  to  what  to  do  about  that. 

In  the  first  place,  it  provides  for  a  retirement  fund,  as  follows : 

In  order  to  effectuate  the  purposes  of  this  title,  a  credit  certificate  retire- 
ment fund  shall  be  established  for  the  purpose  of  retiring  from  time  to  time, 
as  hereinafter  provided,  the  Treasury  credit  certificates  herein  authorized. 
For  said  fund  there  shall  be  set  aside  one-fourth  of  the  national  revenues  in 
each  fiscal  year  over  and  above  the  amount  required  to  balance  the  normal 
budget  estimates  for  that  year. 

I  just  wonder  how  much  would  have  gone  into  that  retirement 
fund  during  the  last  -i  years. 

But,  ultimately,  the  remedy  is  a  negative  retail  discount,  which 
means  practically  a  sales  tax.  That  would  require  a  separate 
organization  not  readily  workable. 

In  any  event,  the  moment  that  these  issues  became  excessive,  they 
would  not  only  have  to  stop,  but  might  have  to  be  in  part  retired. 

The  way  it  looks  to  me,  this  bill  is  meant  to  be  essentially  a 
deflation  remedy — to  counteract,  the  deflation  that  we  have  had. 

Xow,  the  question  arises  in  my  mind,  is  this  the  best  way  to  rem- 
edy the  deflation  ?  Is  this  the  best  way  to  regulate  the  money  supply 
for  the  future? 

By  what  shall  we  judge  how  much  money  is  to  be  put  into  circu- 
lation? 

Production  is  not  a  reliable  standard.  You  can  always  increase 
production  by  putting  more  money  into  circulation.  In  Germany, 
for  instance,  during  the  inflation  there  was  feverish  business  activity. 
So  there  was  here  after  the  World  War,  during  1919  and  1920. 
Business  activity  is  always  stimulated  by  increasing  the  money  sup- 
ply. Yet  productive  resources  will  not  be  fully  utilized,  even  if  you 
should  double  the  present  price  level.  Would  that  be  desirable? 
I  do  not  think  so. 

This  body  ought  to  fix  a  definite  price  level  that  we  should  work 
up  to,  and  which  then  should  be  kept  substantially  stable.  I  have 
recommended  for  many  years  the  price  level  of  1926.  When  in  1927 
our  Government  changed  the  base  of  our  price  statistics  from  the 
1913  price  level  to  the  1926  price  level,  I  congratulated  Secretary 
Davis,  and  when  I  saw  in  1927  that  the  price  level  was  materially 
declining  below  the  1926  price  level,  I  visited  Secretary  Davis  and 
asked  him  to  use  his  influence  to  the  effect  that  the  1926  price  level 
be  restored,  because  there  was  a  distinct  decline  of  business  during 
that  year.   I  also  wrote  to  President  Coolidge  in  that  behalf.    I  do 
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not  know  whether  my  efforts  had  anything  to  do  with  it,  but  in 
September  1928  we  were  back  at  the  1926  level— 100.1. 

Many  of  our  farmers  assert  that  the  1926  price  level  would  not 
be  high  enough ;  that  we  ought  to  go  back  to  the  1920  price  level, 
or  1919,  which  is  something  like  50  percent  higher  than  the  1926 
price  level.  The  farmers  would  have  been  perfectly  right  if  they 
had  insisted  on  that  in  1920,  1921,  1922,  or  1923,  but  at  this  late 
date,  with  all  that  has  intervened,  I  doubt  whether  I  could  con- 
scientiously advocate  a  return  to  the  1920  price  level.  Furthermore, 
I  believe  that  a  higher  price  level  than  the  1926  price  level  is  prac- 
tically unattainable,  and  therefore  I  am  still  advocating  a  return 
to  the  1926  price  level. 

In  August  1930  the  Prairie  Farmer,  of  Chicago,  our  oldest  farm 
paper,  of  about  300,000  circulation,  asked  me  to  state  my  views  on 
this  matter.  I  did  so,  and  the  Prairie  Farmer  published  them  in 
two  leading  articles,  two  different  issues  succeeding  each  other, 
August  9  and  August  16,  1930.  In  those  articles  I  embodied  the 
following  bill  

Mr.  Goldsborough.  Are  those  articles  in  the  Prairie  Farmer  ? 

Mr.  Strover.  Yes. 

Mr.  Goldsborough.  Of  those  dates  ? 

Mr.  Strover.  Yes;  August  9  and  16,  1930.  They  were  repub- 
lished in  a  little  pamphlet  by  the  Prairie  Farmer,  on  its  own  initia- 
tive, and  that  pamphlet  was  very  widely  distributed.  In  those  ar- 
ticles and  in  that  pamphlet  I  recommended  that  the  act  approved 
December  23,  1913,  known  as  the  Federal  Reserve  Act,  as  amended, 
be  further  amended  by  adding,  after  section  14,  a  section  to  be  known 
as  section  14^a,  in  which  it  was  to  be  declared  to  be  a  leading  pur- 
pose of  the  monetary  policy  of  the  United  States  to  stabilize  the 
average  wholesale  price  of  commodities  in  the  United  States  sub- 
stantially at  the  average  level  of  the  year  1926  according  to  the 
Revised  Index  of  the  Bureau  of  Labor  Statistics,  in  order  thereby 
to  rectify  the  price  decline  suffered  since  September  1928,  to  promote 
economic  justice  and  to  steady  industry,  agriculture,  commerce,  and 
employment.  The  Federal  Reserve  Board  and  the  Federal  Reserve 
banks  were  to  be  directed,  under  the  provisions  of  my  bill,  to  con- 
duct all  of  their  operations  in  subordination  to  that  policy,  and 
diligently  to  use  their  power  over  the  supply  of  money  and  credit 
toward  speedy  restoration,  in  the  United  States,  of  the  average 
wholesale  commodity  price  level  of  the  year  1926,  indicated  by  the 
figure  100  in  said  Revised  Index,  toward  prevention  thereafter,  of 
deviations,  from  said  level,  exceeding  one  percent,  and  toward  prompt 
rectification  of  any  deviations  that  might  occur. 

Four  bills  were  introduced  in  the  following  session  of  Congress, 
in  December  1931  and  in  the  early  part  of  1932— all  embodying  the 
proposition  of  a  reestablishment  of  the  1926  price  level,  and  sta- 
bilization at  that  level.  One  of  them  was  the  bill  introduced  by 
your  chairman  here,  known  as  the  Goldsborough  bill. 

Mr.  Goldsborough.  Permit  me  to  interrupt  you  there.  You  had 
no  connection  with  my  bill. 

Mr.  Strover.  None  whatever." 

Mr.  Goldsborough.  I  did  not  know  anything  about  your  bill. 
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Mr.  Strover.  I  know  you  did  not,  but  I  just  want  to  say  that  it 
was  a  year  and  a  half  before  your  bill  was  introduced  that  I  drafted 
this  bill,  and  that  it  was  widely  published. 

Mr.  Goldsborough.  That  may  be. 

Mr.  Strover.  The  four  bills  were  introduced,  two  by  Republicans 
and  two  by  Democrats,  and  the  Goldsborough  bill  passed  the  House 
by  more  than  4  to  1.  but  was  sidetracked  in  the  Senate,  unfor- 
tunately. If  the  bill  of  your  chairman  had  been  passed,  this  de- 
pression would  have  ended  almost  immediately. 

Mr.  Goldsborough.  I  did  not  mean  to  say.  Mr.  Strover,  that  if 
I  had  known  of  your  bill  I  would  not  have  introduced  it.  I  simply 
mean  that  I  did  not  know  about  it. 

Mr.  Strover.  I  am  satisfied  of  that.  The  idea  of  a  return  to  the 
1926  price  level  was  also  spread  around  considerably  by  a  number 
of  radio  talks  that  I  made  in  Chicago  early  in  1931.  In  response 
I  got  many  letters  from  farmers,  businessmen,  and  leaders  of  farm- 
ers.   They  took  hold  of  it. 

Now.  the  next  point  that  I  want  to  call  attention  to  in  discussing 
this  bill  

Mr.  Reilly.  At  this  point,  let  me  ask  you  a  question.  Is  not  the 
gist  of  both  of  these  bills.  Mr.  Goldsborough's  and  yours,  to  do  away 
with  the  ordinary  functions  of  banks  and  find  a  way  to  get  money 
to  the  people. 

Mr.  Strovee.  I  would  not  say  that  we  wanted  to  do  away  with 
the  ordinary  functions  of  banks;  no.  Moreover,  this  bill  does  nob 
embody  my  idea  of  what  we  ought  to  do  now.  What  we  ought  to 
do  today  is  not  only  to  stabilize  our  average  wholesale  commodity 
price  at  the  1926  level,  but  to  cj.it  loose  entirely  from  dependence  on 
gold.  We  ought  to  base  the  value  of  our  money  simply  on  its  legal 
tender  quality,  combined  with  a  strict  limitation  of  its  quantity,  so 
as  to  keep  our  domestic  average  wholesale  commoditv  price  stable 
at  the  1926  level. 

Mr.  Reilly.  In  other  words,  your  idea  is  that  the  value  of  a  dollar 
should  be  fixed  not  by  how  hard  you  work  to  get  it,  but  by  the 
number  of  dollars  that  you  keep  in  circulation  ? 

Mr.  Strover.  That  is  the  means  by  which  it  is  to  be  fixed,  but  the 
measure  

Mr.  Reilly.  And  under  your  system,  money  is  just  as  good  as  gold 
or  anything  else? 

Mr.  Strover.  It  will  prove  itself  to  be  more  reliable  than  gold. 

Mr.  Reilly.  Under  your  theory,  it  is  the  number  of  dollars  that 
affects  the  industrial  life  of  the  country,  and  not  what  the  dollar  is 
made  of? 

Mr.  Strover.  That  is  right.  Now  

Mr.  Reilly.  And  your  criticism  is  that  we  do  not  get  the  number 
of  dollars  that  we  ought  to  have;  that  somebody  controls  it  and  that 
deflation  is  the  result? 

Mr.  Strover.  It  would  not  be  so  bad  if  the  control  were  correctly 
exercised,  though,  of  course,  it  is  my  judgment  that  the  profits  from 
the  issue  of  money,  from  the  function  of  providing  our  money,  by 
all  means  should  go  to  all  of  the  people,  through  the  Government. 
That  could  readily  be  arranged.    My  idea  is  this,  that  the  Govern- 
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ment issue  its  money  in  purchase  of  securities,  and  impound  the 
securities  so  that  behind  every  dollar  outstanding  there  would  be  a 
dollar's  worth  of  interest-bearing  securities.  Then,  if  the  price  level 
would  go  too  high,  some  of  those  securities  would  be  sold  and  thereby 
the  circulation  would  be  reduced.  To  the  contrary,  if  the  price  level 
began  to  go  below  normal,  additional  securities  would  be  bought,  and 
thereby  more  money  would  be  put  into  circulation. 

If  that  kind  of  a  system,  with  the  gold  standard  absolutely  set 
aside,  had  been  in  operation,  for  instance,  since  1929,  then  money 
streaming  forth  from  the  Treasury  would  automaticallv  have  offset 
the  contraction  of  loans  and  bank  credit  by  the  banks. 

Mr.  Williams.  Is  not  the  system  that  you  outline  exactlv  what 
we  have  now  under  the  Federal  Reserve  System  ? 

Mr.  Strover.  Yes;  to  a  certain  extent. 

Mr.  Goldsborough.  You  mean  under  the  act  of  1935? 

Mr.  W  ill i a ms.  Undoubtedly  so ;  the  operations  of  the  open-market 
committee  are  just  exactly  what  you  are  describing,  or  supposed  to 
be. 

Mr.  Strover.  Correct. 

Mr.  Spexce.  And  your  bill  prescribes  that. 

Mr.  Strover.  Yes;  but  if  I  may  point  out  the  difference,  under 
my  bill  Congress  would  prescribe  definitely  the  price  level  that 
would  be  maintained.  Under  the  law,  the  way  it  stands  today,  the 
Federal  Reserve  Board  is  left  to  use  its  own  judgment,  and  so  far 
they  have  kept  the  price  level  at  about  80  or  79. 

Mr.  Reilly.  If  you  were  on  the  Federal  Reserve  Board,  and  a 
number  of  fellows  like  you,  you  could  do  just  what  you  want  to  do 
now. 

Mr.  Strover.  Yes;  but  even  if  I  were  on  that  Board,  I  would  say 
that  Congress  ought  to  lay  down  the  law  and  say  where  we  should 
stabilize,  and  not  leave  it  to  us.  That  is  the  business  of  Congress, 
and  I  believe  that  Congress  ought  to  do  that  now. 

Mr.  Williams.  What  would  you  make  the  standard,  the  measure? 

Mr.  Strover.  The  average  of  commodity  prices. 

Mr.  Williams.  Wholesale  commodity  prices? 

Mr.  Strover.  Wholesale  commodity  prices,  and  the  reason  for  that 
is  this,  that  

Mr.  Williams.  You  would  take  all  of  the  wholesale  commodities? 
You  would  not  confine  it  to  the  basic  commodities  ? 

Mr.  Strover.  Well,  it  does  not  make  an  awful  lot  of  difference. 
I  would  recommend  that  we  use  the  Index  that  we  have  established 
for  years.  It  is  published  every  week,  and  I  would  like  to  call  your 
attention  gentlemen,  here  to  some  very  startling  figures. 

Mr.  Williams.  Are  you  familiar  with  what  is  known  as  the  Golds- 
borough  amendment,  that  was  submitted  in  connection  with  the 
banking  act  last  year? 

Mr.  Strover.  I  do  not  know.   Maybe  I  am.   I  am  not  sure  now. 

Mr.  Williams.  That,  as  I  understood  it,  was  to  make  the  whole- 
sale price  of  basic  commodities  the  basis.  Is  not  that  right,  Mr. 
Goldsborough? 

Mr.  Goldsborough.  Yes. 

Mr.  Williams.  As  distinguished  from  all  of  the  commodities. 
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Mr.  Strover.  Well,  the  reason  why  I  say  it  does  not  make  an 
awful  lot  of  difference  is  this,  that  if  you  take  any  price  level  of 
basic  commodities — I  do  not  know  what  collection  you  had  in  mind, 
but  almost  any  of  those  basic  commodity  price  indices,  such  as  of 
Professor  Fisher — maybe  the  chairman  had  that  in  mind? 

Mr.  Goldsborough.  I  do  not  think  Professor  Fisher  got  this  up. 

Mr.  Strover.  I  mean  that  Professor  Fisher  got  up  a  price  index 
of  his  own. 

Mr.  Goldsborough.  He  has  a  price  index  of  his  own,  but  he  has 
told  me  that  in  his  judgment  the  best  price  index  for  all  general 
purposes  is  the  one  gotten  up  by  the  Bureau  of  Labor  Statistic-. 

Mr.  Strover.  That  is  the  way  I  feel  about  it.  Above  all,  I  feel 
that  we  ought  not.  to  put  before  the  people  anything  new  in  this 
line.  I  think  that  we  ought  to  take  the  price  index  that  we  have  used 
for  years.  An  index  like  that,  with  many  commodities  in  it,  com- 
modities of  minor  importance,  and  manufactured  commodities  as 
well  as  basic  commodities  is,  of  course,  less  sensitive.  It  will  show 
less  variation  up  and  down,  but  if  you  make  it  the  law  that  any 
deviation  from  the  normal  has  to  be  corrected  promptly,  it  does 
not  make  much  of  a  difference  whether  the  variations  shown  are 
great  or  small.  If  you  take  a  number  of  these  different  indices  and 
compare  their  course,  during  the  depression  for  instance,  you  will 
find  that  they  all  show  declines  just  about  at  the  same  time  and  they 
all  show  rises  just  about  at  the  same  time.  I  would  therefore  use 
the  index  that  we  have  used  for  years,  so  as  to  eliminate  any  contro- 
versy about  that  matter. 

Mr.  Williams.  You  think  that  ought  to  be  the  standard  of 
measure?      "  ■ 

Mr.  Strover.  Yes. 

Mr.  Williams.  Regardless  of  what  resulted  to  labor,  wages,  or 
anything  else  ? 

Mr.  Strover.  Let  me  show  you  what  will  result  for  labor.  We  can 
judge  from  the  course  of  events  in  the  past. 

Mr.  Williams.  Show  me  that  that  will  obtain  steady  employment 
and  steady  wages  for  labor. 

Mr.  Strover.  Official  figures  prepared  by  the  Bureau  of  Labor 
Statistics,  covering  employment  and  pay  rolls  in  the  manufacturing 
industries  in  the  United  States,  with  the  average  of  the  years  1923. 
to  1925  taken  as  equal  to  100.0,  show  that  in  June  1920,"  while  the 
average  wholesale  commodity  price,  taking  the  average  for  the  year 
1926  as  equal  to  100.0,  stood  at  160.7,  employment  stood  at  111.1  and 
pay  rolls  at  124.2. 

Then,  when  the  average  wholesale  commodity  in  the  course  of  the 
vicious  depression  that  began  in  July  1920,  declined  down  to  91.6  in 
January  1922.  employment  simultaneously  dropped  from  111.1  to 
82.5,  and  pay  rolls  dropped  from  124.2  to  69.6. 

These  figures  show  clearly  that  the  deflation  most  seriously  affected 
the  workingman  and  his  pay  rolls. 

Mr.  Williams.  How  does  it  compare  now  with  what  is  was  in 
1920? 

Mr.  Strover.  Will  you  permit  me  to  go  over  this  step  by  step? 
Mr.  Williams.  All  "right. 
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Mr.  Strover.  Now,  then,  the  price  level  rose  from  91.6  in  January 
1922  to  105.0  in  April  1923,  and  forthwith  employment  rose  from 
82.5  to  105.0  during  the  same  period.  Pay  rolls  were  affected  even 
more.    They  rose  from  69.6  in  January  1922  to  10T.3  in  April  1923. 

Thereafter  in  the  course  of  a  year,  from  April  1923  on,  the  price 
level  was  permitted  to  sag  again  about  10  points,  down  to  95.7  in 
June  1924.    Concurrently  employment  fell  off  about  14  points  to 

91.0  in  July  1924,  while  pay  rolls  declined  21  points,  to  85.7. 

Then  there  was  another  rise  of  the  price  level  by  about  11  points 
to  106.5  in  August  1925,  and  forthwith  employment  and  pay  rolls 
rose  again — employment  from  96.0  in  July  1924  to  102.2  in  October 
1925,  and  pay  rolls  from  85.7  in  July  1924  to  104.6  in  October  1925. 

Then  followed  another  decline  of  the  average  wholesale  com- 
modity price  from  106.5  in  August  1925  to  93.7  in  May  1927;  and 
again  employment  and  pay  rolls  declined,  employment  to  98.1  in 
July  1927,  and  pay  rolls  to  98.5  in  the  same  month. 

This  period  was  followed  by  another  rise  of  wholesale  commodity 
prices,  from  93.7  in  May  1927  to  100.1  in  September  1928,  and  once 
more  employment  advanced  from  98.1  in  July  1927  to  102.6  in 
October  1928,  while  pay  rolls  advanced  from  98.5  to  108.2  during 
the  same  period. 

The  commodity  price  level  then  remained  fairly  stable  until  Oc- 
tober 1929,  and  employment  and  pay  rolls  advanced  further  until 
they  stood  at  109.0  and  112.9  respectively,  in  October  1929. 

Then  came  the  stock  crash. 

That,  by  itself,  affected  employment  and  pay  rolls  comparatively 
little.  But  as  deflation  progressed  with  the  continual  curtailment 
of  bank  loans  throughout  1930,  1931,  and  1932,  and  the  average  whole- 
sale commodity  price  kept  on  declining,  down  to  59.8  in  February 
1933,  employment  and  pay  rolls  naturally  dropped  until  by  March 
1933  employment  had  declined  to  58.8  and  pay  rolls  had  sunk  to 
38.8,  for  the  simple  reason  that  it  had  become  more  and  more  un- 
profitable to  manufacture  goods  and  to  employ  people. 

Then,  from  April  to  September  1933,  due  to  the  abandonment 
of  the  gold  standard,  our  wholesale  commodity  price  sharply  ad- 
vanced, from  60.4  to  70.8,  and  promptly  employment  and  pay  rolls 
jumped  upward,  employment  from  58.8*  to  80.0,  and  pay  rolls  from 

37.1  to  59.1 — an  advance  of  pay  rolls  by  about  60  percent  in  5  months. 
But  in  the  fall  of  1933,  when  the  N.  R.  A.  and  the  A.  A.  A.  went 

into  effect,  the  advance  of  wholesale  commodity  prices  was  stopped, 
and  by  December  1933  employment  dropped  to  74.4  and  pay  rolls  to 
54.5. 

Since  then  there  has  been  a  slow  and  irregular  advance  of  the 
price  level  until  in  March  1936  it  stood  at  79.6.  Employment  in 
March  of  this  year  stood  at  84.2  and  pay  rolls  at  75.7.  These  are 
the  latest  figures  available  to  me.  They  show  that  employment  in 
the  manufacturing  industry  has  advanced  up  to  March  of  this  year 
only  about  5  percent  over  the  level  that  it  reached  in  September 
1933,  and  that  pay  rolls  advanced  only  28  percent  in  2y2  years,  as 
against  an  advance  of  about  60  percent  in  5  months  while  prices 
were  vigorously  raised  in  1933. 
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Mr.  Goldsborougii.  Before  proceeding,  if  there  is  no  objection,  I 
would  like  to  have  that  information  in  the  record. 

Mr.  Strover.  If  it  is  agreeable  to  the  chairman,  I  will  furnish  a 
chart  covering  the  years  from  1920  to  1935,  and  for  the  first  3 
months  of  this  year  for  insertion  into  the  record. 

Mr.  Goldsborough.  That  will  be  satisfactory  gentlemen,  I  take  it. 

(The  chart  referred  to  is  as  follows:) 


Prices 


1920: 
154.4 
153.9 
156.0 
161.9 
165.0 
160.7 
159.4 
153.9 
150.0 
140.6 
130.0 
118.7 
1921: 
112.4 
106.0 
102.9 
99.0 
96.3 
93.8 
93.3 
93.8 
93.8 
93.8 
93.2 
92.6 

1922: 

91.6 
93.6 
95.5 
95.6 
98.8 
99.0 
102.5 
102.6 
101.2 
102.0 
103.0 
103.4 
1923: 
103.1 
103.8 
105.0 
105.0 
103.5 
101.7 
99.8 
99.4 
101.8 
101.4 
100.7 
100.0 
924: 
100.0 
100.5 
99.3 
98.3 
97.3 
95.7 
97.3 
99.1 
98.5 
100.6. 
101.1 
103.9 


Employ- 
ment 

Pay  roll 

Prices 

Employ- 
ment 

Pav  roll 

1925: 

114.9 

117.2 

106.0   

96.3 

95.4 

113.7 

115.5 

106.4...  

98. 1 

100.8 

116.0 

123.7 

106.6...    

98.8 

102.4 

114.5 

120.9 

103.4...   

98.7 

100.0 

112.0 

122.4 

102.6    

98.  1 

100.7 

111.1 

124.2 

104.2   

98.0 

98.7 

108.5 

119.3 

106.3   

97.8 

96.8 

108.8 

121.6 

106.5    

99.5 

99.3 

107.5 

119.8 

105.8..   

101.5 

98.8 

103.7 

115.8 

104.3    

102.2 

104.6 

97.4 

107.0 

104.4   

101.8 

104.6 

89.7 

98.0 

103.4...  

101.5 

105.2 

1926: 

81.0 

82.8 

103.2.  

100.5 

100.9 

82.6 

81.3 

102.5   

101.5 

105.0 

83.2 

81.7 

100.5...  

102. 1 

106.5 

82. 1 

79.0 

100.0  

101.4 

104.4 

81.9 

77.3 

100.5.   

100.4 

103. 1 

81.0 

75.4 

100.8    

100.3 

103.  3 

79.8 

71.7 

99.7   

99.4 

99.0 

81.2 

73.9 

98.7...  

101.4 

103.4 

83.4 

73.4 

99.6..  

103.4 

104.4 

84. 1 

72.6 

99.1...   

103. 1 

107.6 

84.2 

71.7 

98.0   

101.  4 

104. 1 

83.3 

73.3 

97.4   

100.0 

103.  5 

1927: 

82.  5 

69.6 

96.6.  

98.2 

98.4 

84.6 

*72.4 

95.9..  

99.7 

104.4 

85.9 

74.9 

94.5    

100.  2 

105.7 

85.8 

73.8 

93.7  

99.6 

104.5 

87.9 

77.2 

93.7 

99. 1 

104.0 

89.8 

80.  5 

93.8 

99.  1 

102.  4 

88.2 

78.  5 

94.1 

98. 1 

98.  5 

91.4 

83.0 

95.2 

99.  3 

101.9 

94.  5 

87.0 

96.5 

100.  5 

101.4 

97.0 

89.  5 

97.0 

99.6 

102. 1 

99.0 

93.  4 

96.7 

97.4 

98.  5 

100.  5 

95.  7 

96  8 

96.  1 

99.  5 

1928: 

100.  7 

94.  6 

96.3 

95.0 

96.  0 

102!  5 

97. 9 

96.4 

96.  5 

101.  2 

104.  6 

102.  5 

96.0 

97.  6 

102.  5 

105^0 

103^8 

97.4...  

97.1 

100.5 

105.3 

107.3 

98.6..  

97.0 

101.3 

106.0 

107.5 

97.6  

97.8 

101.7 

104.9 

103.3 

98.3   

97.7 

99.0 

105.2 

103.8 

98.9...   

100.1 

103.3 

105.7 

104.3 

100.1   

102.2 

104.7 

104.5 

106.6 

97.8   

102.6 

108.2 

103.2 

104.5 

96.7  

101.7 

105.0 

101.4 

102.9 

96.7  

101.2 

105.6 

1929: 

100.2 

98.8 

97.2   

100.8 

102.3 

101.5 

104. 1 

96.7..  

102.9 

109.3 

101.7 

104.  1 

97.5...  

104. 1 

111.6 

99.9 

101.8 

96.8   

105.3 

112.6 

96.8 

97.5 

95.8..  

105.3 

112.9 

93.8 

92.4 

96.4   

105.  6 

111.2 

91.0 

85.7  ; 

98.0...  

106.  1 

107.2 

92.  1 

89.3 

97.7   

107.9 

112.0 

94.4 

92.5 

97.5   

109.0 

112.9 

95.3 

95. 1 

96.3...  

107.7 

112.4 

94.8 

93.7 

94.4  

103.6 

104.  1 

96.  1 

97.6 

94.2...  

99.8 

100.7 
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Prices 


1930: 

92.5. 
91.4 
90.2 
90.0 
88.8. 
86.8. 
84.4. 
84.3 
84.4 
83.0 
91.3 
79.6. 

1931: 

78.2. 
76.8. 
76.0 
74.8. 
73.2 
72.1 
72.0 
72.1 
71.2 
70.3 
70.2 
68.6 

1932: 

67.3. 

66.3. 

66.  0. 

65.5. 

64.4. 

63.9. 

64.5. 

65.2. 

65.3. 

64.4. 

63.9. 

62.  6. 
1933: 

62.  0. 

59.8. 


Employ- 
ment 

Pay  roll 

97.3 

95.9 

97.4 

98.8 

96.9 

98.8 

96.3 

97.7 

94.  8 

95.  4 

92.9 

92.3 

89.5 

84.3 

88.8 

83.3 

89.6 

84.1 

87.7 

82.2 

84.6 

76.8 

82.3 

75.2 

79.6 

70.0 

80.3 

74.3 

80.7 

75.6 

80.7 

74.4 

80. 1 

73.  4 

78.4 

69.7 

77.0 

66.2 

77.1 

65.9 

77.4 

63.4 

74.4 

61.3 

71.8 

58.  1 

71.0 

67.6 

68.7 

53.5 

69.5 

54.6 

68.4 

53.1 

66.1 

49.5 

DO.  % 

46.  8 

61.2 

43.4 

58.9 

39.8 

60.  1 

40.6 

63.3 

42.9 

64.4 

44.7 

63.4 

42.9 

62. 1 

41.5 

60.2 

39.5 

61.1 

40.2 

Prices 


1933: 


-continued 
.2  


60.4. 
62.  7. 
65.  0. 
68.9. 
69.5. 
70.8- 
71.2- 
71.1. 
70.8. 
1934: 

72.2. 
73.6. 
73.7. 
73.3. 

73.  7. 

74.  6. 
74.8. 
76.4. 
77.  6. 
76.  5. 
76.5. 
76.9. 

1935: 
78.8. 
79.5. 
79.4. 
80.  1. 
80.  2. 
79.8. 
79.4. 
80.5. 
80.  7. 
80.5. 
80.6. 


1936: 


80.  6. 
79.6. 


Employ- 
ment 


Pay  roll 


58.8 

37.1 

59.9 

38.8 

62.6 

42.7 

66.9 

47.2 

71.5 

50.8 

76.4 

56.8 

80.0 

59. 1 

79.6 

59.4 

76.2 

55.5 

74.4 

54.5 

73.3 

54.0 

77.7 

60.6 

80.8 

64.8 

82.3 

67.3 

82.4 

67. 1 

81. 1 

64.9 

78.6 

60.4 

79.4 

62.3 

75.8 

59.  1 

78.4 

61.0 

76.8 

59.5 

78.1 

63.2 

78.6 

64.1 

81.2 

69.1 

82.4 

70.8 

82.4 

70.7 

81.  1 

68.5 

79.7 

66.5 

79.5 

65.3 

83.5 

72.1 

85.3 

75.1 

84.8 

74.5 

84.6 

72.2 

83.1 

72.2 

83.2 

72.3 

84.2 

75.7 

Mr.  Strover.  This  chart  presents,  side  by  side,  monthly  index 
figures  for  A.  Wholesale  Commodity  Prices;  B.  Employment  in  the 
Manufacturing  Industries ;  and  C.  Pay  Rolls  in  the  Manufacturing 
Industries  for  the  Years  1920  to  1935,  both  included,  and  for  the 
first  3  months  of  1936— all  figures  being  based  on  Bureau  of  Labor 
Statistics. 

I  might  say  that  if  figures  for  the  building  industry  were  included, 
the  showing  for  the  business  depression  would  have  been  even  worse. 
The  bottom  dropped  out  of  that,  as  you  all  know. 

It  seems  clear  from  these  figures  that  a  vigorous  raising  of  prices 
by  controlled  inflation  easily  could  have  restored  fairly  normal 
conditions,  with  reasonably  full  employment,  by  the  spring  of  1934, 
and  that  the  N.  R,  A.  and  A.  A.  A.  were  unnecessary  and  harmful 
experiments.  On  the  showing  made  by  these  figures  permit  me  to 
ask  you  gentlemen  to  use  your  influence  to  the  full  so  as  to  bring 
about  a  speedy  restoration  of  the  average  wholesale  commodity  price 
to  the  1926  level. 

Mr.  Spence.  What  is  the  percentage  of  the  price  level  now? 

Mr.  Stkover.  About  79.  I  am  getting  the  figures  every  week.  I 
might  add  that  from  them  I  practically  always  know  in  advance 
what  people  will  say  about  business  getting  better  or  worse. 
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I  would  also  call  attention  to  the  fact  that  the  conditions  for  labor, 
as  shown  by  this  chart,  were  the  most  favorable  in  the  summer  of 
1929  after  a  prolonged  period  of  fairly  normal  prices.  During  the 
excessive  inflation  in  the  forepart  of  1920  labor  suffered  because  pay 
rolls  did  not  keep  up  with  prices.  On  the  other  hand  during  every 
deflation  labor  suffered  by  a  falling  off  of  employment  and  pay  rolls. 

Mr.  Spence.  Employment  is  higher  now  that  it  has  been  at  any 
time  since  1931,  is  it  not? 

Mr.  Strover.  Since  1891 ;  yes.  But  as  far  back  as  1929  the  index 
ran  up  to  109.0,  and  even  that  was  nothing  extraordinary,  because 
the  base  100.0  of  that  index  represented  the  average  of  the  years 
1923,  1924,  and  1925,  and  5  years  had  passed  during  which  popula- 
tion had  increased  and  a  considerable  shift  of  population  from  the 
country  to  the  cities  had  occurred. 

In  this  connection  I  would  call  attention  to  the  fact  that  even 
during  the  period  of  comparative  stabilization  which  we  enjoyed 
from  1923  to  1929,  employment  and  production  were  held  back  by 
the  everlasting  uncertainty  concerning  the  supply  of  money  and 
credit  under  which  business  operated. 

The  1926  price  level  in  my  judgment  can  be  maintained  by  id  roper 
management  within  a  range  of  probably  1  percent.  Deviations  of 
more  than  1  percent  should  be  considered  to  be  excessive.  Raise 
prices  to  the  1926  price  level,  and  stabilize  that  level  closely  by  a  law 
providing  that  any  deviation,  no  matter  how  small,  shall  at  once  be 
corrected,  and  you  will  do  more  for  industry,  agriculture,  and  labor 
than  you  have  done  by  all  of  the  experiments  of  the  last  6  years  taken 
together. 

Mr.  Spence:  Do  you  think  that  the  price  level  of  1926  could  be 
maintained  by  the  machinery  of  the  Federal  Reserve  System,  that 
is,  the  open-market  operations,  the  reserve  requirements,  and  the 
discount  rate? 

Mr.  Strover.  It  can  be,  conditionally. 

Mr.  Spence.  It  is  my  recollection  that  Governor  Eccles  said  that 
he  did  not  think  it  could  be  done.  What  is  your  opinion  about  it? 

Mr.  Strover.  Well,  I  will  say  this,  gentlemen,  that  it  can  be 
done;  but  as  long  as  you  have  the  gold  standard,  and  the  Govern- 
ment is  compelled  to  keep  all  of  our  money  on  a  parity  with  a 
certain  amount  of  gold,  we  are  always  subject  to  what  they  are 
doing  elsewhere.  If  there  is  a  pull  for  gold  abroad  and  we  have  to 
pull  against  that  in  order  to  maintain  ourselves  on  the  gold  stand- 
ard we  may  have  difficulties,  just  as  we  had  in  1932  and  early  in 
1933;  but  there  is  absolutely  no  good  reason  why  we  should  adhere 
to  a  gold  standard.  Great  Britain  is  off  of  the  gold  standard  now, 
practically,  and  so  are  Australia,  New  Zealand,  the  Scandinavian 
countries,  Japan,  and  most  of  the  South  American  States. 

Mr.  Spence.  The  bill  that  you  drafted  assumed  that  we  could 
maintain  the  1926  price  level  even  under  a  gold  standard. 

Mr.  Strover.  Let  me  tell  you  about  that.  In  1922  I  wrote  a  little 
book,  entitled  "Monetary  Reconstruction*',  in  which. I  advocated  just 
what  I  have  been  telling  you  about,  including  the  total  aboltion  of 
the  gold  standard  and  the  substitution  of  a  paper  money  thai  would 
not  consist  of  promises  to  pay,  but  would  be  simply  money  of  the 
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United  States,  legal  tender  in  payment  of  all  debts,  public  and 
private.  That  is  the  best  kind  of  money  that  you  can  put  into 
circulation.  By  regulating  its  quantity,  you  can  regulate  the  domes- 
tic price  level  completely  and  absolutely/ 

Now,  you  ask  me  why  in  1930  I  advocated  the  bill  I  read  to  you. 
Simply  because  I  had  been  in  communication  with  the  authorities 
here,  and  knew  that  under  the  Hoover  administration  it  would  be 
utterly  absurd  and  foolish  to  try  to  do  away  with  the  gold  standard. 
So  I  advocated  what  I  considered  the  next  best  thing,  the  regulation 
of  the  price  level  by  means  of  sales  and  purchases  of  bonds,  and  I 
believe  that  in  substance  it  can  be  done  successfully  today,  though 
perhaps  we  might  have  to  abandon  the  gold  standard. 

Mr.  Williams.  Do  I  understand  that  you  are  in  favor  of  this  bill 
we  are  hearing  now.  or  against  it? 

Mr.  Strover.  Well.  I  really  have  not  come  to  that  yet.  You 
gentlemen  have  asked  me  a  lot  of  questions. 

Mr.  Williams.  I  will  say  frankly  that  I  came  in  after  you  started. 
We  have  been  discussing  something  else  entirely  since  I  came  in. 

Mr.  Strover.  Let  me  refer  to  the  bill  again. 

Mr.  Goldsborough.  Just  for  the  information  of  Mr.  Williams,  my 
understanding  is  that  until  you  came  to  Washington  on  business  a 
day  or  two  ago,  you  did  not  know  anything  about  this  bill? 

Mr.  Strover.  That  is  not  quite  correct.    I  knew  a  little  about  it. 

Mr.  Goldsborough.  I  understood  you  to  say  that  you  did  not. 

Mr.  Strover.  I  said  that  I  did  not  come  here  to  testify.  I  did 
not  know  anything  about  this  hearing  before  I  came  here;  but  I  had 
read  what  purported  to  be  a  copy  of  this  bill. 

Mr.  Williams.  You  may  have  expressed  your  views  before  I 
came  in. 

Mr.  Strover.  I  merely  made  a  few  general  comments,  principally 
to  the  effect  that  this  bill  was  highly  inflationary — that  it  would  put 
into  circulation,  to  start  with,  approximately  8  billion  dollars  inside 
of  5  months,  unless  the  brakes  were  put  on  right  away.  Now  

Mr.  Reilly.  Just  for  information,  let  me  ask  you  this  question. 
Your  view  is,  then,  that  the  panic  was  caused  by  a  defective  mone- 
tary system? 

Mr.  Strover.  Absolutely. 

Mr.  Reilly.  And  that  the  contraction  of  credits  brought  on  the 
depression  ? 

Mr.  Strover.  Yes. 

Mr.  Russell.  The  war  had  no  connection  at  all  with  it? 

Mr.  Strover.  I  will  put  it  this  way :  The  war  led  to  speculation 
and  excessive  speculation  led  to  credit  contraction.  Speculation  had 
been  carried  too  far.  That  speculation  was  about  to  collapse,  but 
it  was  a  mistake  to  contract  credit  all  over  the  country  in  order  to 
stop  speculation.  That  should  never  have  been  done.  If  the  Con- 
gress and  the  Federal  Reserve  authorities  had  had  their  eyes  on 
the  wholesale  commodity  price  level,  they  would  have  observed  that 
in  July  1929  the  price  level  was  below  normal,  and  that  by  Septem- 
ber it  had  fallen  further.  Therefore,  we  should  have  had  an  expan- 
sion of  the  monetary  circulation,  rather  than  a  contraction. 

Mr.  Williams.  To  give  them  more  money  to  speculate  with? 
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Mr.  Strover.  No.  sir.  That  con  Id  have  been  stopped  by  other 
means.  Supposing  that  the  Federal  Reserve  authorities  had  said  to 
the  bankers  in  our  big  cities,  and  to  all  bankers,  "You  must  not  loan 
on  stock  collateral  at  an  interest  rate  of  more  than  2  percent  a  year." 
Do  you  believe  that  in  that  case  the  bankers  would  have  continued 
to  feed  that  speculation  ?  They  would  have  said,  "No,  gentlemen,  we 
are  not  loaning  any  more  money  on  stock  collateral",  and  then  busi- 
ness would  have  been  supplied  with  sufficient  credit.  In  other 
words,  the  brakes  should  have  been  applied  to  the  stock  speculation 
alone,  and  not  to  the  entire  business  of  the  country,  and  that  should 
have  been  done  a  year  before  the  collapse  came. 

Mr.  Williams.  What  about  the  loans  for  others? 

Mr.  Strover.  They  were  made  mostly  through  the  banks  and 
should  have  been  treated  the  same  way. 

Mr.  Williams.  It  would  have  been  pretty  hard  to  control  that, 
would  it  not  ? 

Mr.  Strover.  I  do  not  think  so.  Moreover,  you  can  tax  stock 
speculation:  that  is  another  means  for  stopping  it.  There  are  half 
a  dozen  wa}Ts  in  which  you  could  have  curbed  stock  speculation,  in 
which  the  brakes  could  have  been  put  on,  without  bringing  the  whole 
country  down  to  its  knees,  figuratively  speaking.  The  fundamental 
money  of  the  country  ought  to  be  controlled  so  as  to  sustain  busi- 
ness production  at  a  fair  level,  always. 

Mr.  Goldsborough.  Mr.  Strover  

Mr.  Strover.  I  know  that  I  am  running  beyond  my  time. 

Mr.  Goldsborotjgh .  We  have  other  witnesses,  and  Mr.  Williams 
has  asked  you  a  question  about  this  bill,  whether  or  not  you  are  in 
favor  of  it,  and  if  you  do  not.jriind  going  into  that,  and  then  con- 
cluding as  quickly  as  you  can  

Mr.  Strover.  May  I  briefly  run  over  what  I  have  in  mind? 

The  bill  to  my  mind  is  also  objectionable  because  it  provides  for 
a  huge  new  bureaucratic  machine  in  the  shape  of  a  commission  of 
seven  men.  to  have  an  annual  salary  of  $20,000  each,  extensive  staffs 
to  compile  more  statistics,  and  so  forth.  I  do  not  believe  that  there 
is  any  call  for  that,  because,  to  my  mind,  the  money  supply  ought 
to  be  regulated  with  reference  to  the  average  wholesale  commodity 
price  level.  The  moment  you  get  away  from  that,  you  are  borrow- 
ing trouble  one  way  or  another;  and  might  I  say  here,  briefly,  that 
I  consider  the  average  wholesale  commodity  price  level  the  proper 
criterion,  because  production  is  regulated  by  wholesale  commodity 
prices.  They  stand  nearest  to  the  producer,  and  if  we  want  full 
production  and  full  employment,  we  ought  to  regulate  our  money 
supply  so  as  to  keep  that  price  level  stable,  and  not  some  other  price 
level. 

The  bill  is  also  defective  in  that  it  embodies  a  conflict  of  authori- 
ties.   For  example,  in  section  401  it  states : 

In  order  to  establish  a  system  of  circulating  money  which  shall  at  all  times 
conform  to  the  capacity  of  the  industries  and  people  of  the  United  States  for 
the  production  of  wanted  goods  and  s -rvices.  it  is  hereby  declared  to  be  the 
policy  of  Conirress  to  prevent  the  nndne  expansion  of  money  as  well  as  to 
eliminate  the  contraction  of  money  in  times  of  slackness  of  trade. 
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That  declaration  of  policy,  by  the  way,  is  far  too  general.  Then 
it  goes  on  

It  is  the  intent  of  Congress,  whenever  deemed  necessary  by  the  Federal 
Reserve  Board  and  its  open-market  committee,  that  the  present  controls  over 
the  supply  of  money  through  open-market  operations  and  the  discount  rate 
shall  be  employed  as  heretofore  to  maintain  a  balanced-credit  structure. 

Now,  you  have  the  Federal  Reserve  Board  charged  with  the  con- 
trol of  money.  Yet  here  is  this  Federal  Credit  Commission  charged 
with  similar  functions.  You  have  an  overlapping  there,  and  a 
conflict  of  authority. 

Then,  taking  section  403,  it  reads — 

The  Secretary  of  the  Treasury  shall  use  said  credit  certificate  retirement 
fund,  or  such  portion  thereof  as  shall  seem  to  him  advisable,  for  the  retirement 
of  said  Treasury  credit  certificates  whenever  in  his  judgment,  acting  upon  the 
records  of  the  Federal  Credit  Commission,  an  unduly  expanded  monetary  condi- 
tion exists  or  is  impending. 

There  you  have  a  third  agency  that  is  to  regulate  

Mr.  Spence.  Would  not  that  be  a  delegation  of  legislative  powers? 
Mr.  Strover.  That,  of  course,  is  involved  in  addition  to  a  conflict 
of  authority.  But  disregarding  that  question,  so  far  we  have  three 
different  authorities  charged  with  responsibility  for  the  same  thing, 
and  then  you  have  finally,  in  the  same  section,  the  following  provision 
[reading]  : 

The  President  is  authorized,  in  his  discretion,  ro  establish  a  negative  retail 
discount  rate,  not  to  exceed  20  percent  upon  all  goods  and  services,  except 
foodstuffs,  clothing,  household  fuels,  dwellings  and  rentals  of  dwellings. 

There  you  have  a  fourth  agency  endowed  with  responsibility  con- 
cerning this  matter.  It  seems  to  me  that  that  is  altogether  too  much 
in  the  way  of  division  and  conflict  of  authority. 

As  a  minor  matter,  I  might  call  attention  to  section  203,  to  some- 
thing there  that  seems  to  be  decidedly  objectionable. 

This  section,  in  connection  with  section  502,  makes  it  unlawful, 
subject  to  imprisonment  for  1  year,  besides  a  fine,  or  both  [reading]  : 

(1)  To  prevent  or  attempt  to  prevent,  by  force,  intimidation,  threat,  promise, 
or  in  any  other  matter,  any  member  or  employee  of  the  Commission  from 
exercising  the  functions  imposed  upon  the  Commission. 

(2)  To  induce,  or  attempt  to  induce,  by  like  means,  any  such  member  or 
employee  to  make  any  decision  or  order,  or  to  take  any  action,  with  respect 
to  any  matter  within  Ihe  authority  of  the  commission. 

The  words  "in  any  other  manner"  would  cover  even  persuasion,  and 
under  that  clause,  a  newspaper  writer  or  anybody  else  who  denounced 
the  commission  for  an  action  that  they  had  taken,  and  suggested 
that  they  should  act  differently,  would  be  liable  to  fine  and  imprison- 
ment. Such  clauses  are  contrary  to  sound  public  policy.  They  go 
entirely  too  far, 

Now,  as  to  the  whole  bill,  the  entire  mechanism  of  it  is  based 
upon  an  account  in  the  Treasury,  to  be  known  as  the  national  credit 
account,  which  is  to  be  credited  with  the  unused  capacity  of  the 
people  and  industries  of  the  United  States  to  produce  goods.  Of 
course,  that  would  put  absolutely  nothing  into  the  Treasury.  That 
account  would  be  built  on  nothing  more  than  fiction. 

Mr.  Goldsborough.  Why  would  you  want  to  put  anything  in  the 
Treasury  ? 
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Mr.  Strover.  I  do  not  want  to,  but  I  would  prefer  not  to  have 
the  appearance  created  that  something  is  to  be  put  in.  I  want  to 
make  it  plain  that  these  certificates  that  are  to  be  issued  by  the 
Treasury,  while  they  are  charged  to  an  account  there,  will  be  issued 
against  an  account  that  in  fact  has  nothing  in  it:  that  therefore  the 
certificates  will  be  pure  fiat  money,  and  nothing  else. 

Mr.  Goldsborough.  What  is  your  objection  to  so-called  fiat  money? 

Mr.  Strover.  None  at  all,  if  it  is  understood  what  it  is.  In  fact, 
I  am  an  advocate  of  fiat  money,  so  that  does  not  frighten  me.  But 
I  don't  like  the  idea  of  having  an  account  established  that  pretend-  to 
represent  something  substantial  when  in  fact  it  represents  nothing 
but  fiction.  I  would  like  to  have  it  clearly  understood,  that  this 
account  will  have  nothing  back  of  it. 

Mr.  Williams.  What  is  the  difference  between  this  system  and  the 
issue  of  Treasury  notes,  greenbacks? 

Mr.  Strover.  I  can  not  see  a  great  deal,  excepi  the  manner  in 
which  the  money  is  issued. 

Mr.  Russell.  And  the  retirement  fund. 

Mr.  Strover.  The  retirement  fund  provided  by  the  bill  is  utterly 
insufficient.  If  it  had  been  in  existence  during  the  last  4  years,  there 
would  be  nothing  in  it.  One  of  the  things  that  I  would  like  to  have 
the  committee  understand,  is  that  the  credit  certificates  to  be  issued 
under  this  bill  will  be  simply  unsecured  Treasury  notes,  only  different 
in  form. 

Mr.  Goldsborough.  Is  there  any  objection  to  that? 

Mr.  Strover.  Will  you  pardon  me  just  a  moment?  In  summing 
up,  I  shall  cover  that  matter.  But  first  permit  me  to  call  attention 
to  some  other  defects  of  this  bill. 

There  seems  to  be  a  contradiction  between  section  8  and  section  302. 

Section  8  provides  for  the  payment  of  a  national  consumers'  divi- 
dend of  $5  per  month  to  every  citizen  and  bona  fide  resident  of  the 
United  States,  and  for  the  meeting  of  all  payments  of  this  dividend 
by  the  issue  of  Treasury  credit  certificates. 

Section  302  provides  that  in  no  case  shall  the  face  value  of  the 
national  credit  certificates  be  issued  in  excess  of  the  total  write-up 
of  the  said  retailers  accounts. 

Assuming,  as  seems  proper,  that  "national  credit  certificates"  in 
section  302  mean  the  same  thing  as  "Treasury  credit  certificates"  in 
section  8,  section  302  would  prohibit  the  issues  contemplated  by 
section  8. 

Then  again  in  section  305,  at  page  18,  this  bill  provides  as  follows : 

It  is  the  intent  of  this  act  to  control  the  volume  of  the  means  of  payment  for 
goods  and  services  in  harmony  with  the  ability  of  the  whole  Nation  to  produce 
and  consume  them  on  a  rising  standard  of  living,  so  that  excess  expansion  of 
money  and  a  consequent  undue  advance  in  the  price  level  shall  not  occur,  and 
that  the  present  system  of  issuing  money  through  private  initiative  for  profit, 
resulting  in  recurrent  disastrous  inflations  and  deflations,  shall  cease. 

To  such  end  the  privilege  of  the  commercial  hanking  system  to  make  loans 
and  issue  deposits  against  them  on  the  hasis  of  fractional  reserves  is  herehy 
rescinded. 

That  means  that  on  the  passage  of  this  bill,  the  banks  shall  have 
and  keep  a  100-percent  reserve.    Where  will  they  gei  it  1 

Mr.  Goldsborough.  May  I  say  this,  Mr.  Strover.  that  I  think  that 
your  criticism  there  is  justified/  Of  course,  all  of  the  details  of  that 
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kind  in  a  piece  of  legislation,  when  it  comes  before  a  legislative  com- 
mittee, would  naturally  be  worked  out.  For  instance,  the  most  that  a 
legislative  committee  would  probably  do  would  be  to  give  the  Federal 
Reserve  Board  the  power  to  regulate  the  reserves. 

Mr.  Strover.  They  have  got  that  now  up  to  the  point  where  they 
can  double  it,  but  this  goes  much  further. 

Mr.  Goldsborough.  It  goes  as  far  as  the  House  could  give  it  to 
them,  but  the  Senate  did  not  want  to  do  anything  at  all.  So,  as  to 
a  detail  like  that,  while  it  is  subject  to  the  criticism  that  you  have 
made,  I  want  to  assure  you  that  in  my  opinion  the  House  of  Repre- 
sentatives would  not  let  a  provision  of  that  kind  get  by  without 
adjusting  it  to  the  actual  conditions. 

Mr.  Strover.  As  long  as  I  am  criticizing  the  bill,  I  think  that  it  is 
a  very  important  point  to  call  attention  to. 

Mr.  Spence.  I  believe  that  Professor  Fisher  advocates  a  100- 
percent  reserve. 

Mr.  Stroveij.  And  the  worst  of  it  is  that  the  bill  does  not  show 
how  the  reserves  are  to  be  made  up.  The  national  credit  certificates 
cannot  be  issued  beyond  a  certain  point. 

Then  there  is  another  difficulty  in  here  in  that  connection,  and  that 
is  this  [reading]  : 

The  privilege  of  the  banks  to  rediscount  commercial  paper  and  borrow  upon 
Government  securities  at  the  Federal  Reserve  banks  shall  be  limited  to  col- 
lateral actually  owned  by  them. 

Then,  in  section  306  [reading]  : 

It  is  hereby  enacted  that  the  Comptroller  of  the  Currency  shall  at  all  times 
he  prepared  to  meet  the  requirements  of  the  banks  for  such  currency,  legal 
tender  for  all  debts,  public  and  private,  as  may  be  called  for  withdrawal  from 
them  by  their  customers. 

Transfer  of  collateral  to  offset  the  drafts  of  currency  so  demanded  shall  not 
be  required  of  the  banks.  The  privilege  of  creating  deposits  upon  a  fractional 
basis  of  reserves  having  been  withdrawn  from  the  banks  in  the  interest  of 
sound  national  money,  it  becomes  the  responsibility  of  the  National  Govern- 
ment to  see  that  the  primary  bank  deposits  already  brought  into  existence 
under  the  existing  system  can  be  validated. 

The  only  thing  that  I  can  make  out  of  it  is  that  the  banks  are 
given  blanket  authority  to  draw  on  the  Treasury  for  any  amount  of 
money,  and  do  not  have  to  put  up  any  collateral. 

Mr.  Goldsborough.  No;  the  idea  of  that  is  this,  that  these  credit 
certificates,  in  times  of  stress,  when  there  is  a  demand  on  the  banks 
for  cash,  would  under  that  condition  be  redeemed  by  the  Comptrol- 
ler's office  with  what  you  have  spoken  of  as  fiat  money. 

Mr.  Strover.  But  it  does  not  say  anything  like  that. 

Mr.  Spence.  Where  is  that  that  you  are  reading  from  ? 

Mr.  Strover.  Beginning  at  the  bottom  of  page  19,  and  the  top  of 
page  20,  and  then  the  next  paragraph  [reading]  : 

Transfer  of  collateral  to  offset  the  drafts  of  currency  so  demanded  shall  not 
be  required  of  the  banks. 

There  is  not  anything  said  about  national  credit  certificates. 
Again,  first  you  have  the  language  that — 

it  is  hereby  enacted  that  the  Comptroller  of  the  Currency  shall  at  all  times  be 
prepared  to  meet  the  requirements  of  the  banks  for  such  currency,  legal  tender 
for  all  debts  public  and  private,  as  may  be  called  for  withdrawal  from  them 
by  their  customers. 
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Then  it  says: 

The  banks  shall  return  all  currency  that  lias  been  withdrawn  for  validation 
of  deposits  to  the  Comptroller  when  redeposited. 

Supposing  that  it  is  not  redeposited  ?    Then  what  ? 
Then  it  goes  on — 

excepting  only  such  working  reserves  of  normally  circulating  currency  as  may 
be  required.  Nothing  in  this  act  shall  be  interpreted  as  releasing  the  banks 
from  obligations  that  they  have  already  incurred  to  the  United  States  Treasury 
or  Federal  Reserve  banks  for  currency  now  in  their  possession. 

By  implication  that  means  that  they  are  to  be  released  from  obli- 
gation for  currency  not  now  in  their  possession.  Anybody  would 
read  it  that  way.  Anyway,  all  of  these  policies  need  clarification  and 
considerable  rewriting,  in  my  judgment. 

Mr.  Clark.  In  connection  with  this  $5  dividend,  I  notice  it  says 
that  it  shall  be  paid  to  all  citizens  of  the  United  States  on  the  first 
of  every  month.  Would  that  include  children  ? 

Mr.  Strover.  Surely ;  they  are  citizens. 

Mr.  Clark.  Of  course,  they  could  not  own  money.  It  would  have 
to  be  paid  to  their  parents,  and  I  am  not  sure  whether  their  parents 
could  spend  it,  legally. 

Mr.  Strover.  That  is  a  question ;  it  is  a  minor  question,  though. 

There  is  another  penalty  clause,  section  307,  which  reads: 

Improper  use  of  the  certificates  herein  provided  to  be  issued  shall  be  a 
misdemeanor  and  shall  be  punished  by  a  fine  of  not  exceeding  $10,000  and 
imprisonment  for  not  exceeding  5  years. 

I  think  any  court  would  declare  that  clause  void  for  uncertainty. 
"Improper"  "should  be  more  clearly  defined. 

The  bill,  furthermore,  right  then  and  there,  repeals  the  entire 
National  Deposit  Insurance  Act. 

Mr.  Goldsborough.  Suppose  that  it  did  % 

Mr.  Strover.  If  it  put  100  percent  reserve  into  force,  and  did  it 
in  a  proper  way,  so  that  the  thing  was  in  full  operation,  then  the 
deposit  insurance  would  become  superfluous. 

Mr.  Goldsborough.  Of  course,  the  deposit  insurance,  Mr.  Strover, 
in  the  judgment  of  this  committee — and  I  think  that  I  can  say 
this  for  the  committee — is  one  of  the  most  constructive  things  that 
we  ever  did. 

Mr.  Strover.  I  think  so. 

Mr.  Goldsborough.  But  we  all  realize  that  if  the  depositors  in 
the  banks  of  the  country  all  went  after  their  deposits  at  the  same 
time,  the  Deposit  Insurance  Corporation  would  be  utterly  ineffective 
and  would  not  function. 

Mr.  Strover.  Yes. 

Mr.  Goldsborough.  So  it  is  a  good  deal  like  the  system  itself; 
it  is  sort  of  a  legalized  racket. 

Mr.  Strover.  In  a  fashion;  yes.  I  guess  that  the  conservative 
bankers  would  denominate  it  that  way. 

Mr.  Reilly.  Is  it  not  a  fact  that  deposit  insurance  has  minimized 
to  a  large  extent  the  results  of  deflation  that  came  from  the  fear 
of  bankers? 

Mr.  Strover.  I  think  it  has  to  some  extent,  and  its  tendency  is 
to  do  away  with  hoarding  to  a  very  large  extent.  There  is  no  ques- 
tion about  that.  But  it  cannot  raise  and  has  not  raised  the  price 
level  sufficiently. 
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Mr.  Williams.  To  what  amount  would  this  national  credit  ac- 
count have  to  be  established,  according  to  your  investigation  ?  What 
amount  would  that  require?  The  standard  is  the  difference  between 
the  unused  productive  capacity  as  it  exists,  and  

Mr.  Strover  (interposing).  Which  is  more  or  less  up  in  the  air, 
and  while  they  want  to  put  a  certain  figure  to  the  credit  of  that 
account  in  the  Treasury,  it  does  not  mean  anything  except  by  way 
of  a  figure.  On  the  other  hand,  the  provisions  of  the  bill  are  p<»i- 
tive  that  for  3  months  the  25-percent  discount  is  to  be  paid,  and  the 
$5  national  dividend  every  month  for  a  year.  The  two  together 
amount  to  about  $8,000,000*,000  in  5  months. 

Mr.  Williams.  But  the  point  in  my  mind  is  how  you  are  going 
to  arrive  at  this  credit  account  that  is  to  be  set  up  in  the  Treasury 
Department  for  the  use  of  the  consumers  and  the  retailers  all  over 
the  country. 

Mr.  Strover.  They  provide  here  for  a  statistical  bureau  that  is 
to  figure  that  out,  out  it  does  not  make  much  difference  whether 
they  guess  that  just  right  or  do  not.  Unless  there  is  a  difference 
of  at  least  20  percent  between  productive  capacity  and  consumption, 
the  retail  discount,  according  to  the  fourth  paragraph  of  section 
4,  is  not  to  operate.  That  is  a  matter  of  detail  for  the  committee 
to  work  out. 

Mr.  Williams.  What  is  our  productive  capacity  now  ? 

Mr.  Strover.  Well  

Mr.  Williams.  What  is  the  percentage? 

Mi-.  Strover.  Mr.  Brougham  here,  who,  I  understand,  drafted  the 
bill,  agreed  with  me  when  I  said  that  at  least  $48,000,000,000  worth 
is  sold  at  retail  in  goods  and  in  services  each  }^ear. 

Mr.  Williams.  What  percentage  of  our  full  productive  capacity 
is  used  at  the  present  time? 

Mr.  Strover.  If  I  might  make  a  guess  at  it,  I  would  say  that  we 
are  barely  operating  at  50  percent.  It  might  be  only  one-third. 
I  do  not  know. 

Mr.  Williams.  Then  it  would  require  in  this  credit  account,  in 
round  numbers  $22,000,000,000? 

Mr.  Strover.  It  does  not  cost  anything  to  put  $50,000,000,000 
there,  or  $20,000,000,000. 

Mr.  Spexce.  What  is  the  philosophy  of  the  national  per  capita 
consumer's  dividend?  That  would  amount  to  about  $8,000,000,000 
a  year,  would  it  not? 

Mr.  Strover.  That  is  right. 

Mr.  Spexce.  What  is  the  philosophy  of  that?  Have  you  consid- 
ered that? 

Mr.  Strover.  Yes.  After  I  get  through  with  this  here,  I  want 
to  come  back  to  the  basic  proposition.  Mr.  Brougham  was  quite 
strong  for  the  proposition  of  having  only  the  consumers'  discount  and 
not  having  the  consumers'  dividend.  Mr.  Shibley,  on  the  other  hand, 
rather  favored  a  consumers'  dividend  and  not  a  consumers'  discount. 

Mr.  Goldsborougii.  For  your  information,  there  are  a  great  many 
who  think  that  the  consumers'  dividend  can  be  justified  on  scientific 
and  social  principles.  I  am  one  of  those.  But  the  question  arises 
in  a  great  many  minds  as  to  whether  or  not  any  dividend  of  that 
kind  ought  to  be  confined  to  the  aged  and  indigent,  and  I  sympa- 
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thize  myself  with  that  particular  view.  But  I  did  not  know  how 
much  you  had  discussed  this  matter. 

Mr.  Strover.  Mr.  Brougham's  fundamental  proposition  on  that  is 
that  he  favors  the  issue  of  money  to  consumers  on  the  basis  of  actual 
sales  made,  rather  than  to  producers  on  the  basis  of  expected  sales. 
That  is  the  way  that  he  put  it  to  me. 

Mr.  Gold sborough .  May  I  comment  on  that  for  just  a  minute? 

Mr.  Strover.  Yes. 

Mr.  Goldsborough.  You  see.  the  idea  is  this,  that  if  you  give  the 
people  the  benefit  of  this  discount,  directly  to  the  consumer,  in  the 
first  place  the  consumers  get  it,  and  in  the  second  place  the  pro- 
ducers are  bound  to  get  the  benefit  of  it  as  soon  as  the  consumers 
use  it.  If  you  put  it  in  the  hands  of  the  producers,  and  the  con- 
sumers never  get  in  their  hrnds  the  means  whereby  they  can  pur- 
chase what  the  producers  produce,  you  either  have  the  goods  piled 
up  on  the  shelves  of  the  producers  or  you  have  installment  selling, 
which  ultimately  is  going  to  result  in  bankruptcy,  and  that  is  the 
reason  why,  here  in  this  bill,  the  view  was  taken  that  the  benefit 
of  this  dividend  should  be  given  directly  to  the  consumer,  which 
would  result  in  protecting  the  producer  from  having  to  dispose  of 
his  product  by  a  process  of  installment  selling. 

Mr.  Strover.  That  raises  the  question  of  how  to  put  new  money 
into  circulation — new  money  that  is  required  for  the  country's  busi- 
ness. I  believe  that  if  we  put  it  into  circulation  by  the  purchase 
of  securities  and  keep  the  average  wholesale  commodity  price  level 
stable  so  that  it  cannot  decline,  no  matter  how  much  production  is 
increased,  that  will  solve  the  difficulty  just  as  well  as  putting  the 
money  into  the  hands  of  the  consumers. 

Mr.  Goldsborough.  Another  point  in  the  philosophy  of  this  bill 
which  is  concealed  to  a  certain  extent,  and  I  think  it  is  concealed  in 
the  minds  of  a  great  many  who  advocate  this  sort  of  legislation,  is 
the  fact  that  it  would  gradually  do  away  with  debt — that  is.  I  mean 
overwhelming  debt.  Of  course,  it  will  always  be  necessary  for  people 
to  borrow  money,  but  under  our  monetary  system,  debts  just  simply 
get  larger  all  the  time. 

I  wish  that  you  would  comment  on  that. 

Mr.  Strover.  They  are  getting  larger  principally  in  times  of 
depression.    After  all.  we  must  not  forget  

Mr.  Goldsborough.  I  do  not  think  that  you  will  find  anybody  to 
support  you  in  that  contention. 

Mr.  Clark.  They  look  larger.  They  are  larger  in  proportion  to 
the  value  of  the  equity. 

Mr.  Reillt.  All  of  our  debts  were  contracted  largely  before  the 
depression  began. 

Mr.  Strover.  Oh.  yes;  that  may  be  true,  and  yet  a  lot  of  it  arose 
out  of  that  speculation,  which  could  have  been  stopped,  and  while  a 
good  many  debts  were  liquidated  during  the  depression,  the  people 
incur  new  ones.  During  this  last  depression,  we  have  spent  a  large 
amount  of  money  to  help  people  along.  If  we  had  not  done  that,  the 
people  would  have  gone  deeper  into  debt  than  they  have.  But  if  you 
keep  the  average  wholesale  commodity  price  level  stable,  absolutely, 
and  the  production  continually  increases,  the  general  tendency  will 
be  for  people  gradually  to  crawl  out  of  debt.    You  can  see  that 
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around  you.  A  lot  of  people  have  been  indulging  in  buying  too 
many  automobiles  that  they  did  not  need,  but  any  number  of  people 
in  Chicago  that  bought  their  homes  on  installments,  gradually  paid 
them  off  and  got  out  of  debt.  The  opposite  occurred  during  the 
depression.  They  had  to  sell  their  homes  or  were  foreclosed,  and  a 
lot  of  people  have  become  discouraged.  They  say,  "I  am  not  going 
to  try  to  buy  another  home  in  all  my  life  in  that  way."  It  is  a  bad 
situation. 

Mr.  Goldsborough.  Let  me  ask  you  a  specific  question.  How  can 
people — and  I  do  not  mean  the  individual  who  has  more  thrift  than 
some  other  individual,  but  how  can  people  ever  hope  to  get  out  of 
debt  when  we  create  money  by  creating  debt  ? 

Mr.  Strover.  I  fully  agree  with  you,  Congressman,  that  we  ought 
to  get  away  from  that  debt-creating  system.  It  can  be  done  along 
the  lines  that  are  embodied  in  the  bill  which  I  prepared  in  the  spring 
of  1933  and  which  you  read  into  the  Congressional  Record  on  May 
29,  1933.  If  we  had  an  irredeemable  legal  tender  currency,  request^ I 
so  as  to  keep  our  domestic  average  wholesale  commodity  price  stable 
at  a  proper  level,  and  had  behind  each  dollar  of  it  interest-bearing 
securities  in  the  hands  of  the  Government,  instead  of  letting  the 
bankers  load  us  with  debt  in  the  process  of  creating  deposit  currency, 
we  would  have  a  different  situation. 

Mr.  Goldsborough.  I  was  not  criticizing  your  plan.  I  was  asking 
how  it  could  be  done  under  our  present  system. 

Mr.  Strover.  Why  not  change  the  present  system  ?  By  the  way,  I 
find  in  running  through  this  literature  on  the  social  credit  proposi- 
tion, that  this  is  stated,  that  we  can  never  pay  our  debts  because  we 
have  to  pay  them  back  with  interest.  I  think  that  that  is  an  error, 
because  the  money  that  we  borrow  performs  many  transactions.  If 
a  man,  for  instance,  borrows  $1,000  and  buys  a  truck,  and  with  the 
truck  he  earns  money,  some  people  that  I  have  known,  have  paid  for 
that  truck  in  a  year,  plus  interest. 

Mr.  Goldsborough.  But  somebody  else  had  to  incur  a  debt  while 
they  were  doing  it. 

Mr.  Strover.  Well,  they  wanted  the  money. 

Mr.  Goldsborough.  I  admit  that  you  shift  the  debt  under  our 
present  system  from  the  shoulders  of  one  to  the  shoulders  of  the 
other,  but  when  you  begin  to  extinguish  the  debt,  you  begin  to 
extinguish  the  money. 

Mr.  Strover.  Of  course  you  do.  That  is  why  I  say  that  we 
should  increase  reserve  requirements  and  should  put  more  money 
into  circulation  by  buying  up  securities  whenever  our  average  whole- 
sale commodity  price  declines  below  a  level  that  Congress  should 
definitely  fix  in  advance.  Between  1927  and  1933,  I  think,  $20,000,- 
000,000  of  bank  loans  were  taken  out  of  circulation.  If,  every  time 
when  such  a  curtailment  of  bank  credit  had  affected  the  average 
wholesale  commodity  price,  money  had  come  forth  from  the  Treasury 
in  sufficient  amount  to  rectify  the  decline  of  that  price,  it  would  have 
offset  the  curtailment  of  bank  credit,  and,  in  my  judgment,  very 
quickly  would  have  ended  it,  because  the  bankers  would  have  seen 
that  if  they  continued  to  call  loans,  the  only  effect  of  it  would  have 
been  that  Uncle  Sam  would  buy  more  securities  with  new  money, 
so  that  Uncle  Sam  would  be  getting  the  interest  that  the  bankers  had 
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been  getting  on  their  loans.  If  they  knew  that  the  price  level 
never  could  come  down,  no  matter  how  much  they  contracted  their 
loans,  their  loans  would  not  be  curtailed. 

Mr.  Goldsborough.  We  had  a  very  interesting  witness,  a  very 
distinguished  man  before  our  committee  once,  who  was  asked  how 
to  stop  a  depression  when  it  had  once  gotten  under  way,  and  he 
said  that  it  is  very  hard  to  push  a  string. 

Mr.  Strover.  You  can  stop  every  depression  in  the  way  I  stated, 
if  you  will  put  my  system  into  operation. 

Mr.  Goldsborough.  The  fact  of  the  matter  is,  of  course,  that  while 
the  Federal  Reserve  Board  was  asked  several  years  before  they  did 
so,  to  begin  the  process  of  buying  bonds,  they  did,  during  the  spring 
of  1932,  go  quite  largely  into  the  bond-buying  business  for  the  ex- 
press purpose  of  putting  money  into  circulation  and  stopping  de- 
flation, but  it  did  not  do  any  good. 

Mr.  Strover.  They  did  it  in  1930,  too. 

Mr.  Goldsborough.  Some  in  1930. 

Mr.  Strover.  About  six  hundred  million  dollars'  worth,  if  I  re- 
member right.  But  it  did  not  do  any  good,  for  these  reasons, 
that,  first,  they  had  no  authority  to  buy  bonds  with  irredeemable 
legal  tender  money  and  were  fettered  by  the  gold  standard;  and 
secondly,  they  did  not  do  it  to  a  sufficient  extent.  In  all  of  these 
matters  of  raising  or  lowering  the  price  level,  you  have  to  keep 
this  in  mind,  that  you  have  to  increase  or  decrease  the  circulation 
sufficiently  to  produce  the  desired  effect. 

Mr.  Williams.  If  they  had  entered  the  marekt  and  bought  these 
bonds,  who  would  they  have  bought  them  from  ? 

Mr.  Strover.  Under  my  system,  we  would  print  the  necessary 
money. 

Mr.  Whliams.  Who  would  they  buy  the  bonds  from  ? 
Mr.  Strover.  From  the  people  who  were  hard  up  and  willing  to 
sell. 

Mr.  Williams.  And  they  were  bought  principally  from  the  banks. 

Mr.  Strover.  Supposing  that  they  were;  I  do  not  think  that  it 
would  make  a  great  deal  of  difference. 

Mr.  Williams.  No  ;  because  that  money  would  finally  get  into  the 
banks. 

Mr.  Strover.  Correct. 

Mr.  Williams.  Then  what?    We  already  have  over  three  billion 
excess  reserve  in  the  banks  now. 
Mr.  Strover.  Yes. 

Mr.  Williams.  Suppose  that  we  add  two  billions  more  to  that  ? 
What  difference  would  that  make? 

Mr.  Strover.  The  banks  would  soon  let  loose  and  make  loans  if 
they  knew  that  the  process  was  going  to  be  continued  until  the 
average  wholesale  commodity  price  were  raised  back  to  the  1926 
level. 

Mr.  Goldsborough.  Of  course,  we  understand  that  they  would 
sooner  or  later  do  it.    Of  course  they  would. 

Mr.  Strover.  They  would  do  it  pretty  soon,  too.  But  at  the 
present  time  what  is  happening? 

Mr.  Goldsborough.  I  agree  with  you  that  if  you  start  with  the 
process  of  putting  money  into  circulation  at  the  right  time,  it  will 
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stop  a  depression,  but  after  it  once  gets  to  going,  I  doubt  very  much 
whether  it  would  do  much  good. 

Mr.  Williams.  Let  me  ask  you  why  they  do  not  let  loose  of  some  of 
it  now  ? 

Mr.  Strover.  It  is,  maybe,  because  they  are  not  satisfied  with  the 
policies  of  the  Democratic  Party.  That  may  have  something  to  do 
with  it? 

Mr.  Goldsborough.  Would  that  be  your  reason  ? 

Mr.  Strover.  No.   The  Congressman  asked  me  a  question. 

Mr.  Williams.  What  do  you  think  is  the  reason  that  we  have  these 
unreasonable  reserves  now?  The  idea  in  my  mind  is  that  if  we  put 
another  billion  in,  it  will  not  do  any  good;  they  will  just  have  that 
much  more.  What  are  you  going  to  do  to  break  them  loose  from  the 
money  that  they  have  got  ? 

Mr.  Strover.  Put  more  into  circulation. 

Mr.  Eeilly.  How? 

Mr.  Strover.  Buy  more  securities. 

Mr.  GToldsborough.  How  about  putting  it  in  as  this  bill  suggests, 
putting  it  into  the  hands  of  the  consumers  at  once,  and  start  produc- 
tion? 

Mr.  Strover.  You  can  do  that,  too,  and  in  order  to  do  it,  you  do 
not  have  to  set  up  all  of  the  elaborate  machinery  provided  for  by  this 
bill. 

Mr.  Goldsborough.  That  may  be. 

Mr.  Strover.  The  Government  can  do  it  today. 

Mr.  Clark.  Are  we  not  doing  it  today  through  a  number  of 
agencies,  such  as  W.  P.  A.  and  Social  Security? 

Mr.  Strover.  Yes.  But  the  trouble  with  present  methods  is  this, 
that  while  Uncle  Sam  is  feeding  out  money  with  one  hand,  he  is 
pulling  in  money  and  idle  credit  by  handing  out  tax-free  bonds, 
with  the  other  hand.  If  Uncle  Sam  had  taken  another  tack,  and 
instead  of  selling  tax-free  bonds,  had  purchased  securities  with  new 
irredeemable  legal  tender  money,  so  that  the  securities  in  the  market 
would  have  become  less  and  less  and  the  banks  and  other  owners  of 
idle  money  would  not  have  had  new  tax-free  bonds  to  invest  in, 
you  would  see  a  different  picture.  Uncle  Sam  would  get  the  securi- 
ties, and  the  banks  and  the  people  would  have  the  money  with  less 
and  less  to  put  it  into,  except  real  estate  and  business  enterprise. 
These  things  then  would  become  attractive  and  profitable,  especially 
if  businessmen  had  been  positively  assured  that  the  1926  price  level 
would  be  reestablished. 

The  old  line  gold-standard  economists  even  claim  that  if  you  put 
irredeemable  legal  tender  currency  into  circulation,  it  would  start  a 
runaway  inflation  that  nobody  could  stop.  That  clearly  shows  what 
they  think  of  the  efficacy  of  the  remedy  proposed  by  me  for  a  raising 
of  prices.  Of  course  their  talk  about  a  runaway  inflation  that  nobody 
can  stop,  is  all  nonsense.  Irredeemable  money  inflations  have  not 
only  been  stopped,  but  reversed  time  and  time  again.  We  ourselves 
did  it  after  the  Civil  War  and  after  the  World  War.  Great  Britain 
did  it  after  the  Napoleonic  Wars  and  after  the  World  War.  France 
and  Italy  have  done  it  in  recent  years,  and  numerous  other  countries 
have  done  it  also. 
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Moreover,  the  accumulations  of  idle  funds  in  the  banks  can  be 
made  to  move  by  other  means.  If  you  will  not  do  it  my  way,  you 
might  tax  those  excessive  reserves.  The  banks  would  then  find  some 
way  in  a  hurry  to  put  them  to  work. 

Mr.  Williams.  On  the  other  hand,  we  have  people  advocating 
greater  reserves  all  of  the  time,  and  you  advocate  taxing  them. 

Mr.  Strover.  I  am  not  advocating  that,  but  am  advocating  stabi- 
lization of  our  domestic  average  wholesale  commodity  price  by  the 
controlled  issue  of  irredeemable  legal  tender  money,  to  be  issued 
through  purchase  of  securities.  By  the  way,  if  you  force  the  banks 
to  keep  100-percent  reserves  that  would  mean  that  the  banks  would 
have  to  transfer  all  of  their  securities  to  the  Federal  Keserve  until 
they  would  have  100-percent  reserve  for  all  of  their  deposits.  Then 
there  would  be  cash  for  every  dollar  that  would  be  put  out  by  the 
banks  by  way  of  deposit  currency. 

Mr,  Williams.  You  would  not  have  any  bank  function  at  all, 
except  as  a  sort  of  a  storehouse,  or  warehouse,  or  bailee. 

Mr.  Strover.  Practically  as  bailee;  and  of  course  it  would  have 
to  be  compensated  for  it.  But  the  loaning  would  be  against  the 
securities,  and  the  securities  would  every  time  have  to  go  to  the 
Federal  Keserve  banks  in  order  to  get  100-percent  reserve. 

Mr.  Spence.  How  could  a  bank  supply  the  business  of  the  country 
and  maintain  100-percent  reserves? 

Mr.  Strover.  Well,  they  might  supply  it  in  this  way,  that  the 
people  would  have  all  of  the  time  to  put  up  security,  and  those  that 
did  not  have  the  security  could  not  borrow  anything,  except  to  the 
extent  that  the  banks  would  loan  their  own  capital. 

Mr.  Spexce.  The  banks  could  then  loan  their  own  capital  and 
surplus,  and  that  is  all. 

Mr.  Strover.  Yes.  On  everything  beyond  that,  they  would  have 
to  put  up  securities  that  would  have  to  go  to  the  Federal  Reserve 
banks  in  order  to  get  the  necessary  Federal  Reserve  credit. 

Mr.  Goldsborough.  If  the  Government  exercised  its  normal  func- 
tion of  issuing  its  own  money,  you  would  soon  get  all  of  the  money 
you  needed  in  circulation. 

Mr.  Strover.  Yes.  But  I  advocate  having  that  done  by  the 
purchase  of  securities. 

Mr.  Clark.  The  loans  would  have  to  be  made  on  eligible  securities. 

Mr.  Goldsborough.  Now,  have  you  completed  your  statement? 
We  have  other  witnesses. 

Mr.  Strover.  I  am  practically  through.  I  might  say  two  or  three 
things  more  very  briefly,  and  one  of  them  is  this,  that  a  good  many 
people  are  afraid  of  an  increase  in  prices,  because  they  figure  that 
it  would  hurt  the  working  man. 

Mr.  Goldsborough.  On  that  question  of  raising  retail  prices,  if 
you  doubled  the  supply  of  money  in  the  hands  of  the  ultimate  con- 
sumer, and  if  at  the  same  time  you  doubled  the  quantity  of  wanted 
goods  and  services,  you  are  not  going  to  raise  your  retail  price  level 
anyhow,  except  at  the  first  spurt.   Is  that  correct? 

Mr.  Strover.  Yes.  What  I  was  going  to  sa}^  about  it  is  this,  that 
too  many  people  overlook  this  fact,  that  when  prices  rise,  employ- 
ment will  increase,  and  as  employment  increases,  a  lot  of  unem- 
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ployed  people  will  go  to  work.  In  most  families  at  the  present  time, 
out  of  five  or  six,  may  be  one  is  employed  and  one  or  two  are  not. 
The  moment  those  unemployed  go  to  work,  that  family  will  be  better 
off  even  if  they  have  to  pay  higher  prices,  than  they' are  with  those 
members  remaining  unemployed.  Furthermore,  as  prices  go  up, 
wages  will  soon  go  up.  All  you  have  to  do  is  to  think  back  and  ask 
yourselves  "Were  our  working  people  better  oif  when  we  had  higher 
prices  from  192G  to  1929,  or  were  they  better  off  in  1931,  1932,  and 
1933  when  we  had  low  prices?"  There  is  no  good  reason  whatever 
for  delaying  a  raising  of  prices  on  that  account. 

The  farmers,  too,  will  be  better  off.  It  is  interesting  to  observe 
that  farm  product  prices  always  have  declined  faster  than  general 
prices  when  a  deflation  occurred,  and  alwa}^s  have  risen  faster  than 
general  prices  when  an  inflation  came  along. 

Altogether,  if  you  want  to  get  out  of  this  depression,  by  all  means 
you  ought  to  put  money  enough  into  circulation  to  raise  prices  back 
to  the  1926  level,  and  do  it  quickly.  It  is  about  the  only  way  that 
I  can  see  to  get  out  of  it  without  undue  delay. 

Mr.  Williams.  I  see  an  expression  in  his  bill  which  perhaps  not 
everybody  here  understands,  and  that  is  "wanted  goods  and  services." 
By  what  standard  is  that  measured?    What  does  that  mean? 

Mr.  Strover.  Well,  goods  and  services  that  the  people  want.  At 
the  present  time  a  lot  of  people  would  like  better  houses  and  more 
shoes,  and  better  clothing  and  more  things  to  eat,  a  greater  variety 
to  eat. 

Mr.  Williams.  Are  you  going  to  take  as  a  standard  the  wants  for 
goods  and  services  of  the  man  who  lives  as  a  millionaire,  or  will  you 
take  the  man  with  an  income  of  $1,500,  or  $1,000,  or  less? 

Mr.  Strover.  I  did  not  draft  the  bill,  but  I  would  say  that  it 
refers  to  all  the  things  that  ail  the  people  want.  In  other  words,  it 
takes  the  millionaires  into  consideration,  as  well  as  the  man  who  has 
only  a  small  income. 

Mr.  Williams.  Taking  the  man  who  has  no  income  at  all,  his  wants 
perhaps  would  be  very  limited,  compared  to  some  man  

Mr.  Strover  (interposing).  He  would  like  to  have  more,  and  the 
expression  refers,  in  my  judgment,  to  that  which  could  be  produced 
to  satisfy  his  wants,  but  which  at  the  present  time  is  not  produced 
because  there  is  not  enough  purchasing  power  in  the  hands  of  the 
people. 

Mr.  Williams.  I  believe  that  it  has  been  stated  many  times  that 
our  productive  capacity  under  the  present  set-up  could  not  supply 
the  wants  and  demands  of  the  people  of  the  country  if  they  had  the 
purchasing  power. 

Mr.  Strover.  I  think  that  that  is  correct.  I  have  no  sympathy  with 
the  30-hour  week,  for  instance.  I  believe  that  we  could  ail  keep 
working  40  hours  at  least  a  w7eek,  and  probably  44  hours  for  a  great 
many  years. 

Mr.  GoldsboroitctH.  Do  you  know  any  Congressman  that  limits  ids 
work  to  40  hours  a  week  ? 

Mr.  Strover.  I  do  not ;  no. 

Mr.  Goldsborough.  I  have  never  heard  of  one. 

Mr.  Strover.  I  presume  that  there  are  not  very  many.  They  can 
not  attend  to  their  duties  if  they  do  not  work  more  hours  than  that. 


PERMANENT  DISTRIBUTION  OF  NATIONAL  PRODUCTION  115 


Mr.  Goldsborough.  This  committee  has  profited  very  much  by  your 
statement,  and  we  are  all  very  grateful'  for  it,  and  sincerely  hope 
that  we  may  have  the  pleasure  of  having  you  with  us  many  times 
in  the  future. 

Mr.  Strover.  Thank  you. 

Mr.  Goldsborough.  Now.  Mr.  Shibley,  we  would  be  pleased  10 
hear  you. 

STATEMENT  OF  GEORGE  SHIBLEY,  DIRECTOR  OF  RESEARCH 
INSTITUTE,  WASHINGTON,  D.  C. 

Mr.  Shibley.  Mr.  Chairman  and  gentlemen  of  the  committee,  I 
am  George  Shibley.  director  of  the  Research  Institute,  of  Washing- 
ton. D.  C.  I  finance  the  Research  Institute,  for  the  general  welfare. 
I  am  also  a  member  of  the  United  States  Supreme  Court  bar,  and 
national  president  of  the  Voters  League  of  U.  S.  A. 

Mr.  Goldsborough.  Mr.  Shibley,  in  1913  did  you  serve  as  counsel 
to  the  Senate  Banking  and  Currency  Committee  in  its  framing  of 
the  Federal  Reserve  bill  ? 

Mr.  Shibley.  Yes:  Chairman  Owen,  as  chairman,  employed  rne 
and  I  was  paid  by  the  committee.  I  add  in  a  note  something  of  my 
experience  and  thereby  qualify  as  an  expert  in  the  science  of  money 
and  prices.1 


1  Back  in  1896  I  was  author  of  a  740-page  book,  The  Money  Question,  with  the  subtitle 
Stable  Money.  The  publisher  was  the  Stable  Money  Publishing  Co.,  and  I  was  the  first 
economist  to  plan  for  stable  money,  the  Government  to  attain  it  by  providing  for  the  regu- 
lation of  the  quantity  of  the  people's  medium  of  exchange.  That  treatise  received  the 
highest  testimonials  from  the  liberals  in  England,  France,  and  the  United  States. 

In  1809  I  founded  in  New  York  City  the  Bureau  of  Economic  Research,  in  association 
with  Prof.  John  R.  Commons  and  Prof.  Edward  W.  Bemis.  I  was  the  head  of  the  depart- 
ment of  money  and  banking.  Willis  J.  Abbot,  the  liberal  journalist,  was  our  publicity 
expert.     The  aim  was  to  expose  the  evils  from  the  holders  of  special  privileges. 

The  money  question  was  the  dominant  issue,  and  I  paid  experts  to  set  up  for  our 
republic  an  all-commodity  index  of  the  price  level  at  wholesale,  and  measure  the  height 
of  the  price  level  for  25  years,  then  to  each  week  measure  the  price  level  and  supply  to 
some  of  the  Monday  morning  dailies  the  all-commodity  index. 

The  measurement  of  this  country's  price  level  was  preliminary  to  issuing  a  book  on  the 
coming  money  plank  in  1000  by  the  three  liberal  parties,  the  Democratic,  Silver  Republi- 
can, and  the  People's  Party.  The  book  title  was  The  Financial  Plank  of  the  Allied  Reform 
Parties,  the  Humboldt  Library,  New  York. 

Tbe  outcome  was  that  I  secured  from  both  the  People's  Party  and  the  Democratic  Party 
a  declaration  for  the  stabilization  of  the  price  level,  stable  money. 

Thirteen  years  later,  in  the  opening  months  of  the  Wilson  liberal  government,  I  sug- 
gested to  Senator  Robert  L.  Owen,  chairman  of  the  Senate  Banking  and  Currency  Com- 
mittee, that  he  add  to  his  bill  for  the  Federal  Reserve  System  that  tbe  aim  of  the  officials 
in  regulating  the  height  of  the  rediscount  rate  be  "to  maintain  a  stable  price  level."'  Sen- 
ator Owen  accepted  the  idea,  and  it  was  approved  by  President  Wilson  and  his  advisers, 
and  the  plan  became  part  of  the  administration  bill  that  was  introduced  simultaneously 
in  both  Houses,  the  Owen-Glass  bill. 

But  as  yet  tbe  time  had  not  come  for  the  proposed  advance  to  a  stable  price  level.  The 
House,  under  tbe  chairmanship  of  Hon.  Carter  Glass,  removed  the  clause  for  stable  money, 
and  Senator  Owen  was  not  able  to  restore  it.  I  was  employed  by  the  Senate  committee 
as  an  expert  on  the  money  question. 

Nine  years  later.  1922,  the  issue  of  stabilization  was  again  brought  up  in  Congress. 
Congressman  Goldsborough,  of  Maryland,  of  the  House  Banking  and  Currency  Committee, 
had  become  convinced  of  the  practical  nature  of  stabilization  by  the  method  advocated  by 
Prof.  Irving  Fisher,  of  Yale  University,  the  frequent  change  in  the  quantity  of  gold  in  the 
standard  dollar.  Mr.  Goldsborough's  bill.  H.  R.  11788,  came  up  for  hearings  and  I  put  in 
a  statement  in  behalf  of  the  regulation  of  the  daily  flow  of  currency  and  bank  credit  to 
maintain  stability  in  the  all-commodity  index.  Two  years  later  in  Mr.  Goldsborough's 
bill  that  criterion  was  added  in  connection  with  a  possible  shift  in  the  quantitv  of  gold 
in  the  dollar  at  long  intervals. 

Two  years  later,  in  1926,  I  took  to  Congressman  James  G.  Strong,  of  the  House  Banking 
and  Currency  Committee,  and  of  the  party  in  power,  my  bill  for  stabilization  of  the  price 
level.    He  introduced  it  and  I  made  the  opening  and  closing  statements. 

Again,  in  1932,  at  the  hearings  on  the  Goldsborough  bill  for  restoration  of  the  height 
of  the  price  level  to  normal  and  then  its  stabilization,  and  which  passed  the  House  by  a 
vote  of  289  to  60,  I  put  in  a  statement  for  it,  with  charts  on  the  main  points. 

Such  in  brief  is  my  record  of  advocacy  of  the  scientific  regulation  of  the  height  of  the 
price  level  at  wholesale,  the  purchasing  power  of  money. 
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I  am  here  in  support  of  the  basic  principle  in  the  bill  that  is 
before  you  gentlemen.  The' principle  in  this  bill  is  one  thing,  but 
the  arguments  that  have  been  made  in  support  of  this  Goldsborough 
bill  have,  in  nearly  every  case,  been  overdrawn,  in  my  judgment 
because  these  advocates  of  social  credit  have  been  specializing  on 
it  and  have  not  seen  the  other  elements  in  the  great  depression. 
I  have  been  studying  the  entire  field  of  the  elements  that  have 
caused  the  great  depression,  and  my  researches  show  that  the  vast 
number  of  the  unemployed  today  is  due  to  a  considerable  number 
of  causes,  among  which  are  the  following : 

First.  The  deflation  in  the  quantity  of  the  people's  medium  of 
exchange.  In  January  1936  the  deflation  in  check  money  outside  of 
New  York  City  was  still  34  percent  (debits  to  individual  account)  ; 
and  the  price  level  at  wholesale  is  still  25  percent  below  normal. 
The  all-commodity  index  of  the  price  level  of  the  Department  of 
Labor  is  about  80,  and  to  be  normal  should  be  100,  the  average  for 
1926.   In  July  1929  it  was  98. 

In  my  judgment,  this  vast  deflation  in  the  working  capital  in 
production  and  consumption  is  a  main  cause  in  the  continued  vast 
unemployment. 

Second.  Because  of  today's  relatively  high  prices  for  building 
materials,  plus  relatively  high  prices  for  labor  in  the  building  trades, 
the  people  in  this  country  have  for  years  been  forced  to  quit  build- 
ing residences,  with  a  few  exceptions.  This  explains  in  part  why 
private  enterprise  is  still  unable  to  absorb  the  unemployed  in  the 
upturn  in  the  business  cycle. 

Third.  In  nearly  all  of  the  channels  of  industry  the  businessmen's 
prices  are  relatively  too  high,  in  contrast  with  the  prices  being  re- 
ceived by  the  agriculturists.  (Relative  indexes  of  the  U.  S.  Depart- 
ment of  Agriculture.)  These  relatively  high  prices  of  the  business 
interests  are  caused  by  a  virtual  monopoly  in  each  industry,  by  the 
use  of  the  trade  association. 

Fourth.  Improved  methods  of  production  and  distribution  are 
largely  causing  unemployment. 

These  four  fields  illustrate  in  part  why  today,  in  the  upturn  of 
the  business  cycle,  there  is  still  one-fourth  of  our  population  being 
supported  at  public  expense,  because  private  enterprise  is  not  giving 
them  work.  There  is  needed  a  whole  series  of  reforms,  and  the 
reforms  are  mainly  to  be  the  ending  of  special  privilege. 

THE  REMEDY 

The  real  remedy  for  the  vast  number  of  the  unemployed  is,  in 
my  judgment,  this  year's  nonpartisan  politics;  the  systematic  ques- 
tioning of  the  nominees  for  the  National  House  and  Senate  by 
organized  labor  for  real  industrial  democracy;  an  improved  form 
of  N.  R.  A.,  to  be  backed  by  setting  up  a  mechanism  for  political 
democracy. 

Also,  the  National  League  for  Social  Justice  is  questioning  the 
nominees  for  the  National  House  and  Senate  for  a  law  by  Congress 
to  provide  for  the  issuance  of  enough  of  the  people's  medium  of 
exchange  to  restore  to  normal  the  height  of  the  price  level  at  whole- 
sale, and  then  that  the  restored  price  level  shall  be  stabilized— the 
coming  of  stable  money. 


PERMANENT  DISTRIBUTION  OF  NATIONAL  PRODUCTION  117 


Reports  to  the  voters  are  being  issued  by  these  organizations, 
along  with  a  plan  to  place  in  the  field  independent  candidates  wher- 
ever necessary.  The  reports  to  the  voters  are  to  be  printed  and 
distributed  to  the  voters,  and  these  voters  at  the  polls  will  protect 
themselves — a  peaceful  revolution. 

To  aid  these  nonpartisan  organizations  in  the  ensuing  campaign 
is  to  be  the  duty  of  the  Voters  League  of  U.  S.  A.,  of  which  I  am 
national  president.  We  are  about  to  issue  a  campaign  textbook, 
explaining  the  nonpartisan  liberal  movement. 

Organized  labor  by  its  questioning  of  national  candidates  in  1930, 
1932,  and  1934  won  an  advance  each  time,  and  again  is  to  win  an 
advance  to  include  monetary  reform.  And  in  1937  the  members 
in  both  houses  of  Congress  will  be  subject  to  instructions  by  the 
legislatures  and  by  voters'  petitions. 

This  nonpartisan  system  is  in  combination  with  party  government. 

consumers'  dividends 

I  now  describe  the  issue  that  is  before  this  committee,  the  pro- 
posal in  H.  R.  9216  for  the  issuance  of  consumers'  dividends.  It  is 
not  likely  to  be  included  in  the  questions  to  national  nominees. 

I  quote  from  an  English  writer  on  social  credit,  Col.  Arthur  E. 
Powell,  who  has  written  two  volumes  in  elucidation  of  the  Douglas 
theory  of  the  need  for  governmental  action  to  supply  the  social 
credit,  to  create  enough  purchasing  power  by  the  masses  to  distribute 
the  goods  and  services  of  a  full-time  use  of  the  producing  capacity. 
Colonel  Powell,  in  his  volume,  The  Flow  Theory  of  Economics,  says 
in  the  opening  paragraph  :  •* 

The  flow  theory  of  economics  affirms,  as  a  self-evident  proposition,  that  if  all 
goods  and  services  produced  are  to  he  consumed  or  sold  as  fast  as  they  are 
produced,  the  rate  of  flow  of  purchasing  power  to  consumers  must  be  at  least 
equal  to  the  rate  of  flow  of  the  goods  and  services ;  and,  also,  that  consumers 
must  exercise  their  purchasing  power  to  the  full. 

That  is  self-evident. 

Colonel  Powell  in  his  closing  chapter,  The  Solution,  says  that  the 
Government  should  provide  for  the  issuance  to  the  public  of  just 
enough  paper  currency  or  other  form  of  credit,  as  tickets,  to  buy 
as  much  output  each  day  as  the  Nation  can  produce;  and  that  the 
wholesale  prices  should  be  equitably  regulated,  should  be  fixed  as  to 
the  main  articles,  and  thus  prevent^  an  inflation.  Prices  of  the  more 
important  articles  in  England  were  fixed  during  the  World  War 
and  should  again  be  fixed,  he  says. 

I  wish  to  put  into  the  record  that  there  is  an  800-page  book  telling 
of  the  fine  results  of  Government  control  of  the  main  wholesale 
prices  in  this  country  during  the  World  War.  The  book  title  is 
Government  Control  of  Prices.  It  is  on  sale  by  the  Superintendent 
of  Documents,  at  25  cents. 

The  Province  of  Alberta.  Canada,  has  enacted  that  its  principal 
wholesale  prices  shall  be  fixed.  This  was  done  at  the  request  of  the 
small  business  interests,  to  prevent  cutthroat  competition.  Also, 
Alberta  is  issuing  a  million  dollars  of  social  credit  in  its  road  build- 
ing (government  currency  without  interest),  to  be  added  to  by  2 
million  dollars  borrowed.     At   the  Easter  adjournment   of  the 
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Alberta  Parliament  the  premier  said  that  in  2  months  there  would  be 
no  more  general  unemployment  in  the  Province  of  Alberta. 

The  importance  of  a  governmental  policy  that  shall  issue  to  its 
people  an  adequate  quantity  of  the  medium  of  exchange  is  said  by 
Colonel  Powell  in  his  book  to  be  that  it  will  lift  from  the  peopled 
backs  their  heaviest  burden.  It  will  result,  he  says,  in  a  volume 
of  contentment  and  happiness  probably  greater  than  anv  other 
single  reform  could  at  this  time  achieve. 

DEVELOPMENT  IN  MONETARY  MECHANISMS 

Because  of  vast  developments  in  monetary  mechanisms,  plus  the 
coming  restoration  of  the  rule  of  the  voters  in  this  country,  the 
time  is  close  at  hand  when  our  National  Government  is  to  take  from 
the  banks  the  issuance  of  the  social  credit.  Social  credit  is  the 
credit  supplied  by  society.  For  example,  it  includes  part  of  the 
bank  credit  that  is  issued  wherever  the  reserve  requirement  is  less 
than  100  percent.  That  is,  the  bank  agrees  to  a  loan  and  issues 
to  the  customer  a  credit  slip,  and  also  hands  to  the  customer  a 
checkbook.  The  customer  writes  checks  and  hands  them  about  to 
people  who  will  accept  them  in  exchange  for  goods  and  services. 
That  is  social  credit,  and  the  bank  reserve  is  only  a  fraction  of  the 
loan.  The  private  banker  thus  receives  interest  on  social  credit. 
In  contrast  to  this  social  credit  is  the  saved-up  wealth  in  the  banks, 
namely,  the  cash  deposits  and  the  deposit  of  checks.  The  banks 
should  continue  to  loan  this  saved-up  wealth,  with  a  100-percent 
reserve. 

As  I  said  a  moment  ago,  the  time  is  at  hand  because  of  develop- 
ments when  our  National  Government  is  to  take  from  the  private 
banks  the  privilege  of  issuing  social  credit  and  receiving  the  interest. 
The  Government  will  issue  all  of  the  social  credit  for  the  general 
welfare,  and  thus  give  to  the  citizens,  the  sovereign  power,  the  saving 
of  interest.  This  is  to  come  about  because  of  the  development  of 
mechanisms  to  prevent  inflation,  and  prevent  deflation.  I  believe 
that  thus  far  I  am  the  only  one  who  is  thus  explaining  why  the  time 
is  here  for  the  change ;  and  in  November  is  coming  a  peaceful  revolu- 
tion, as  I  have  described. 

Now.  as  to  the  details  of  the  mighty  developments  in  monetary 
mechanisms. 

First.  There  came  the  invention  of  the  all-commodity  index.  It 
measures  the  height  of  the  average  of  commodity  prices  at  wholesale. 

Second.  In  1912  in  our  United  States  there  came  a  peaceful  revo- 
lution at  the  polls,  the  election  of  the  Wilson  liberal  government. 
It  set  to  work  to  repeal  the  special  privileges  which  the  former  ruling 
few  had  taken  to  themselves.  President  Wilson  went  before  the 
Members  of  the  two  Houses  of  Congress  in  joint  session  and  advised 
the  ending  of  the  bankers'  trust  in  Wall  Street  and  the  ending  of 
the  monopoly  protective  tariff.  This  was  as  a  starter.  Committees 
in  the  two  Houses  took  up  the  issues  and  an  outcome  was  the  law 
setting  up  the  Federal  Reserve  Banking  System  and  a  revision  of 
the  protective  tariff.  That  new  law  as  to  banking  set  up  an  elastic 
supply  of  bank  credit,  under  Government  regulation  and  the  use  of 
Government  currency.    There  is  yet  to  be  completed  an  instruction 
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for  a  stable  price  level,  the  stable  commodity  standard  of  prices,  the 
stable  commodity  dollar. 

In  connection  with  the  coming  stability  in  the  height  of  the  price 
level  at  wholesale,  our  National  Government  is  to  be  instructed  by 
the  voters  next  November,  as  I  have  explained,  to  stop  giving  to  the 
banks  the  special  privilege  of  issuing  social  credit,  the  issuance  to  be 
by  the  National  Government,  and  the  issuance  to  be  where  it  will  be 
most  useful.  That  will  be  another  vast  improvement.  It  is  to  be 
in  connection  with  the  stable  commodity  standard. 

Previous  to  the  setting  up  of  the  elastic  volume  of  bank  credit 
by  the  Wilson  liberal  government  in  1913-14,  there  had  existed  the 
gold  standard  of  prices,  and  in  other  countries  the  silver  standard 
of  prices.  And  each  of  those  systems  was  coupled  with  the  issuance 
of  some  of  the  social  credit  by  the  banks,  because  had  the  Govern- 
ment been  issuing  non-interest-bearing  social  credit  there  doubtless 
would  have  taken  place  an  overissuance.  But  now  with  the  measure- 
ment each  week  of  the  height  of  the  average  of  commodity  prices 
at  wholesale,  and  an  instruction  to  the  administration  to  stabilize  at 
100.  also  the  return  to  power  of  the  voters,  the  time  is  doubtless  close 
at  hand  for  consumers  dividends,  to  provide  for  an  adequate  distri- 
bution of  commodities  and  services,  to  be  in  connection  with  the 
forthcoming  Equal-Rights  Government — Liberal  Government. 

Such  I  conceive  to  be  the  main  issues — a  complicated  situation. 
The  liberal  program  as  a  whole  I  am  about  to  publish,  to  include  a 
description  of  this  year's  nonpartisan  campaign. 

Are  there  any  questions  that  you  gentlemen  have  ?  If  not.  I  thank 
you. 

Mr.  Goldsborough.  Thank  you  very  much,  Mr.  Shibley.  We 
appreciate  very  much  your  coming  before  this  committee,  and  I 
have  recognized  for  15  years  the  great  contributions  that  you  have 
been  making  unobtrusively  to  this  general  subject,  and,  personally, 
as  a  citizen,  I  am  very  grateful  to  you. 

Mr.  Shibley.  Thank  you. 

(The  bill  submitted  with  the  statement  of  the  foregoing  witness 
is  as  follows:) 

A  BILL  To  provide  for  an  adequate  distribution  in  private  enterprise,  and  for  other 

purposes 

Be  it  enacted  by  the  Senate  and  House  of  Representatives  of  the  United 
States  of  America  in  Congress  assembled, 

DECLARATION  OF  POLICY 

Section  1.  That  the  policy  of  the  United  States  is  to  restore  equal  rights 
in  private  enterprise,  the  restoration  of  civil  liberty.  To  that  end  this  Act 
provides  for  a  planning  Commission  and  for  an  adequate  distribution  of  goods 
and  services  in  private  enterprise,  and  for  other  purposes. 

TO  END  GENERAL  UNEMPLOYMENT 

Sec  2.  In  this  Republic  on  the  mainland,  whenever  there  shall  exist  a 
general  unemployment  of  1  percent  of  the  adult  population  the  Planning  Com- 
mission of  the  United  States  hereinafter  provided  for  shall  issue  a  statement 
to  the  President  of  the  United  States,  recommending  the  steps  that  should  be 
taken  to  restore  full-time  employment  in  general. 
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consumers  dividends 


Sec.  3.  (a)  To  provide  for  an  increase  in  the  people's  purchasing  power 
from  time  to  time,  the  Federal  Reserve  Board  shall  direct  the  distribution  per 
capita  of  consumers  dividends,  to  be  United  States  Treasury  notes,  noninterest 
bearing  and  receivable  for  all  debts  and  dues,  on  an  equal-rights  basis,  to 
the  citizens  on  the  mainland,  including  children. 

(b)  (The  needed  mechanisms  are  to  be  herein  described.) 


NO  INFLATION 


Sec.  4.  (a) To  prevent  an  excess  of  currency  in  circulation  and  in  the  banks 
as  deposits,  the  Federal  Reserve  Board  shall  from  time  to  time  direct  the 
resale  of  securities  in  the  open  market — securities  that  shall  have  been  pur- 
chased by  a  Currency  Bureau  in  the  Department  of  the  Treasury,  by  the 
payment  of  noninterest  bearing  treasury  notes,  the  purchasing  to  be  under 
the  direction  of  the  Federal  Reserve  Board. 

(b)  (The  needed  mechanisms  are  to  be  herein  described.) 

Note. — There  is  urgent  neod  that  the  National  Government  shall  own  a  mechanism 
whereby  it  shall  buy  and  sell  bankable  securities  to  place  in  circulation  non-interest- 
bearing  currency,  and  retire  it,  so  as  to  be  sure  that  the  public  shall  receive  just  enough 
currency  and  credit  to  result  in  maximum  production  and  distribution.  This  is  stressed 
in  these  hearings. 

STABLE  MONEY 


Sec.  5.  (a)  Also  the  policy  of  the  United  States  is  to  restore  to  normal  height 
the  all-commodity  index  of  the  United  States  Department  of  Labor — the  1926 
price  level;  and  to  stabilize  that  all-commodity  index. 

(b)  Should  that  all-commodity  index  be  found  at  any  time  to  be  two  points 
above  or  below  100,  then  each  week's  announcement  of  the  index  shall  be 
accompanied  by  a  statement  that  the  duty  of  the  Federal  Reserve  Board 
shall  be  to  rectify  the  abnormal  situation. 


THE  PLANNING  COMMISSION 


Sec.  6.  (a)  Hereby  is  established  the  Planning  Commission  of  the  United 
States,  to  study  and  report  from  time  to  time  on  the  social  system  of  our 
Republic  and  the  needed  next  steps  in  its  development. 

(b)  The  membership  in  the  Commission  shall  consist  of  seven  advocates  of 
equal  rights  in  private  enterprise,  liberals,  of  broad  experience  and  special- 
izing in  seven  different  fields,  to  cooperate  in  describing  the  social  system 
and  the  needed  next  steps. 

(c)  The  salary  of  the  commissioners  shall  be  $   a  year,  payable 

monthly.  And  each  commissioner  shall  by  the  Commission  be  supplied  with 
an  assistant  expert  at  the  same  salary  as  to  the  commissioners,  and  be  aided 
by  stenographers  and  statisticians.  There  shall  be  employed  a  general  secre- 
tary as  the  executive  officer. 

(d)  Hereby  is  appropriated  for  the  fiscal  year  ending  June  30,  1937,  $  . 

SHORT  TITLE 

Sec  7.  The  short  title  of  this  law  shall  be  "The  Consumers'  Dividend  Act 
of  1936." 

Affirmative  Argument 


In  contrast  with  the  existing  Goldsborough  bill,  H.  R.  9216,  our  sections 
2  and  3  are,  we  believe,  a  better  guide  for  the  issuance  of  the  consumers' 
dividends.  .  „. 

And  because  of  our  shift  of  the  gauge  to  general  unemployment  our  bill 
omits  22  pages  that  are  in  the  Goldsborough  b  11.  .  _  . 

But  the  Goldsborough  bill  conforms  to  the  ideal  of  Major  Douglas,  of  Scot- 
land, who,  I  believe,  is  mistaken  in  the  gauge  he  has  set  up.  I  have  explained 
it  in  my  statement.  I  submit  the  issue  to  my  fellow  economists  and  statesmen. 
Certainly  the  line  of  my  statements  will  appeal  most  effectively  to  the  voters, 
the  sovereign  power. 

Mr.  Goldsborough.  Now,  Mr.  Hampden,  we  will  be  glad  to  hear 
you. 
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STATEMENT  OF  PAUL  HAMPDEN,  ASSOCIATE  EDITOR,  NEW 
DEMOCRACY  MAGAZINE 

Mr.  Hampden".  My  name  is  Paul  Hampden,  and  I  am  associate 
editor  of  the  New  Democracy  Magazine,  a  monthly  journal  on 
monetary  reform. 

As  the  last  witness  in  behalf  of  this  bill,  I  would  like  to  sum- 
marize, under  two  main  points,  the  situation  which  it  covers;  point 
no.  1  dealing  with  the  essential  condition  which  the  bill  is  designed 
to  rectify,  and  point  no.  2  how  this  bill  will  meet  it. 

The  condition  to  be  met  may  be  defined  as  a  lack  of  balance  be- 
tween the  costs  of  production,  on  the  one  hand,  and  the  incomes 
of  the  people  on  the  other.  In  explaining  this  it  will  be  helpful 
to  outline,  very  briefly,  how  this  unbalance  comes  about.  In  its 
simplest  form  it  is  due  to  the  fact  that  normally  a  certain  portion 
of  the  national  income  is  always  being  applied  to  finance  new  pro- 
duction, through  the  process  of  saving  and  investment,  before  being 
used  to  buy  the  original  goods  which  it  represented.  Thus  two  or 
more  units  of  cost  may  be  set  up  for  one  unit  of  money.  This  unit 
of  money  is  ultimately  owed  to  the  banking  system.  But  it  cannot 
discharge  both  units  of  cost  before  it  is  repaid  to  the  banking  system 
for  the  simple  reason  that  every  time  it  completes  one  full  circuit 
from  consumer  to  producer  to  consumer  again  a  new  cost  is  created 
to  replace  the  old  one  which  is  discharged.  You  can  keep  on  adding 
one  and  subtracting  one,  adding  one  and  subtracting  one,  indefi- 
nitely; when  you  get  through  you  still  have  two  units  of  cost  and 
only  one  unit  of  money — and  only  one  of  these  units  of  cost  can 
be  discharged  when  that  money  is  finally  paid  to  some  producer 
who  repays  it  to  a  bank,  where  it  is  canceled. 

In  short,  every  time  a  unit  of  money  is  interrupted  in  its  circuit 
from  producer  to  consumer  to  producer,  to  be  invested  in  further 
-production — that  is  to  say,  every  time  a  unit  of  money  travels 
through  the  circuit  producer-investor-producer-consumer-producer — 
a  new  unit  of  money  should  be  created  and  placed  in  circulation 
entirely  free  of  debt. 

Actually  more  than  one  unit  of  new  money  needs  to  be  created, 
but  the  reasons  for  this  require  a  somewhat  complex  and  detailed 
analysis  of  the  intricacies  of  the  situation.  Title  1  of  H.  K.  9216 
provides  adequate  measures  to  cover  the  entire  situation.  We  may 
note,  however,  that  this  process  of  saving  and  investment,  which 
causes  the  "double  circuit"  of  money,  as  it  is  called,  is  not  to  be 
taken  as  confined  only  to  personal  savings  and  investment.  It  in- 
cludes all  reinvestment  by  business  of  reserves  and  undivided  profits 
as  well. 

Thus  a  relationship  of  price  flow  to  income  flow  is  set  up  which 
is  unbalanced,  which  is  non-self-liquidating.  And  our  economic  sys- 
tem as  a  whole  can  only  be  kept  going  if  credit  is  constantly  increas- 
ing, that  is  to  say,  if  book  entries  are  being  created  by  the  banks 
faster  than  they  are  being  wiped  out,  so  that  there  is  a  net  increase 
of  money  subject  to  check  although  there  may  be  no  increase  in 
currency. 

Hitherto  this  has  happened  in  three  connections :  First,  if  so-called 
capital  goods,  new  factories,  houses,  railroads,  and  other  long  term 
durable  goods  are  being  produced  in  expanded  volume;  second,  if 
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credits  are  being  created  in  aid  of  exports ;  and  third,  if  the  Govern- 
ment debt  is  increasing. 

But  none  of  these  three  methods  of  providing  for  a  continuous 
expansion  of  credit  can  last  indefinitely. 

Take  the  first  connection:  No  matter  how  much  new  credit  is 
being  created  for  capital  goods  expansion,  thus  swelling  the  national 
income,  for  the  moment,  a  fairly  constant  percentage  of  this  income 
is  saved  by  its  recipients  and  reinvested.  Thus,  at  no  matter  what 
level  of  economic  activity,  costs  are  created  at  a  faster  rate  than  in- 
comes, and  it  is  only  a  question  of  time  before  the  total  price  of 
finished  goods  at  market  is  greater  than  the  total  income  of  the 
public. 

This  is  true  regardless  of  the  volume  of  unemployment.  Even  if" 
full  employment  were  achieved  the  system  would  still  be  nonself- 
liquidating.  It  would  be  impossible  for  us  to  sell  all  we  produced, 
at  the  prices  it  cost  to  produce,  within  our  own  borders. 

The  second  way  in  which  the  system  has  been  saved  in  the  past 
has  been  when  credits  were  granted  to  foreigners  to  take  goods  out 
of  the  country.  Thus  our  own  people,  throughout  the  nineteen 
twenties  for  example,  were  kept  employed  turning  out  some  goods 
which  were  not  sold  in  this  country.  These  goods  were  sent  out 
of  the  country  and  their  costs  covered  by  a  creation  of  money 
which  no  one  in  this  country  was  bound  to  repay.  But  the  money 
stayed  right  here  to  aid  in  the  payment  for  the  goods  which  were 
kept  at  home. 

But  there  is  a  limit  to  this  too.  Every  industrial  nation  has  the 
same  problem  on  its  hands  and  wants  to  keep  out  foreign  goods 
while  it  sells  as  much  as  possible  of  its  own  produce  abroad.  This 
is  known  as  a  favorable  balance  of  trade.  Sending  more  real  wealth 
out  of  the  country  than  you  bring  back.  But  financially  speaking, 
it  is  impossible  for  the  whole  world  to  sell  more  than  it  buys,  so 
that  outlet  is  blocked. 

Finally,  there  is  the  third  way:  The  creation  of  money  to  Gov- 
ernment account  by  the  banks  and  the  Government  spending  it. 
This  is  nowadays  considered  only  proper  as  a  last  resort,  when  all 
the  other  ways  have  failed. 

Now  let  us  analyze  the  effect  of  this  last  way.  The  immediate 
result  is  an  increase  in  buying  power,  in  money  in  circulation,  with- 
out a  corresponding  increase  in  private  obligations  which  must  be 
recovered  in  prices.  Therefore,  the  old  obligations  that  could  not 
be  recovered  now  can  be.   Business  picks  up  a  little. 

But  the  trouble  with  this  plan  is  the  fact  that  sooner  or  later 
the  money  must  be  repaid  to  the  banks  which  created  it,  or,  to  put 
it  baldly,  this  money  must  simply  be  pulled  back  out  of  the  system 
and  canceled.  This  can  only  be  done  by  taxes.  And  everybody 
knows  this.  Particularlv  those  who  pay  the  taxes.  Everyone  can 
see  it  coming.  And  so  there  is  a  great  deal  of  fear  and  hesitation 
and  caution  about  borrowing  for  new  business,  even  though  the 
banks  are  willing  to  lend,  when  the  government  debt  is  going  up.  It 
is  easy  to  see  what  is  happening  in  this  case.  It  is  not  so  easy  to  see, 
but  equally  true,  that  without  this  money  there  is  not  enough  money 
to  meet  all  the  costs  that  have  been  incurred. 

So  this  money  should  stay  permanently  in  circulation.  * 


PERMANENT  DISTRIBUTION  OF  NATIONAL  PRODUCTION  123 


Right  here  is  the  clue  to  the  way  out  of  the  difficulty.  If  the  three 
billion  a  year  relief  that  has  been  going  out  has  made  the  difference 
it  has,  imagine  what  would  happen  if  we  put  out  ten  times  that 
much  next  year.  Thirty  billions  of  new  purchasing  power  in  the 
hands  of  the  people,  instead  of  three.  Everybody  would  be  em- 
ployed to  make  the  goods  which  would  be  demanded — there  would 
be  jobs  for  the  unemployed — trade  would  revive,  and  profits  would 
be  made. 

But  we  would  all  be  worried  about  that  tremendous  $50,000,000,000 
debt  which  we  soon  have  to  begin  paying  on.  Business  would  hold 
back  for  that  reason.  No  one  would  want  to  make  long-term  com- 
mitments in  the  face  of  a  tax  like  that. 

And  then  let  us  suppose  the  Government  said  "forget  it."  We 
are  never  going  to  pay  this  money  back  or  even  pay  interest  on  it. 
We  have  borrowed  it  from  no  individual.  No  one  has  given  up  the 
use  of  that  money.  The  banks  simply  marked  it  up  in  their  books 
and  it  was  no  strain  on  them  either  because  they  had  excess  reserves 
capable  of  standing  30  billion  more  in  deposits.  So  we  won't  account 
it  as  debt.  And  we  won't  tax  you  for  it. 

So  we  will  just  forget  it.  Take  it.  It's  yours.  Nobody  has  lost 
anything  and  you  are  all  reemployed  and  running  at  a  profit. 

That,  gentlemen,  in  very  bare  outline,  of  course,  and  stripped  of 
all  nonessentials,  is  what  this  bill  would  do.  And  further,  it  is 
designed  to  compensate  continually  in  the  future  for  that  double 
circuit  of  money  I  mentioned  in  the  beginning,  so  that  the  present 
wholly  artificially  caused  and  unnecessar}^  business  cycle  will 
disappear. 

This  bill  is  designed  to  do  two  things,  to  overcome  the  shortage 
of  money  which  is  otherwise  inevitable  under  the  capitalistic  system, 
and  to  enable  the  American  people  to  produce  and  consume  up  to  any 
desired  level  of  their  productive  capacity. 

STATEMENT  BY  THE  CHAIRMAN 

Mr.  Goldsborough.  Thank  you  very  much,  Mr.  Hampden.  I  think 
that  your  statement  will  help  the  committee  a  great  deal,  and  we 
believe  that  in  your  line  of  endeavor  you  will  become  as  distinguished 
as  your  father,  Mr.  Walter  Hampden,  has  in  his. 

Now,  ladies  and  gentlemen.  I  presume  that  these  hearings,  for  the 
present  at  least,  are  closed.  Those  who  have  testified  will  have  their 
testimony  sent  to  them  for  correction.  You  are  permitted  to  correct 
any  errors  in  grammar  or  the  form  of  any  expression,  but  you  are 
not  supposed  to  change  the  meaning  of  the  testimony.  We  are  asking 
that  the  testimony  be  returned  as  quickly  as  possible,  so  that  it  may 
be  published  in  pamphlet  form. 

I  have  just  been  handed  a  statement  by  the  Women's  New  Eco- 
nomics Committee,  of  71  East  Seventy-first  Street,  New  York,  and, 
without  objection,  that  will  go  in  the  record  at  this  point. 

(The  statement  referred  to  is  as  follows:) 

Women's  New  Economics  Committee. 

Neno  York,  N.  Y.,  April  22.  1936. 
Members  of  the  Banking  and  CurrencyM^ommittee, 

House  of  Representatives,  Washing: on,  D.  C. 
Gentlemen:  The  Women's  New  Economics  Committee  of  New  York  is 
deeply  interested  in  the  Hon.  T.  Alan  Goldsborough's  bill.  H.  R.  9216. 
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At  this  time,  when  the  Nation  is  struggling  to  make  our  present  financial 
set-up  fit  new  economic  conditions,  it  would  seem  that  the  most  important 
and  the  first  thing  to  do  would  be  to  return  to  Congress  its  constitutional 
right  to  print  and  issue  money  and  regulate  its  value. 

Credit  is  money.  Over  90  percent  of  the  money  used  in  business  transactions 
today  is  credit  money,  and,  as  its  control  has  always  rested  in  the  hands  of 
bankers,  it  follows  that  the  major  part  of  our  money  is  now  controlled  by 
private  institutions. 

This  constitutional  right  has  gradually  slipped  from  Congress.  As  money 
was  instituted  for  the  convenience  of  the  people  it  should  be  controlled  by 
them  through  their  representatives  in  Government,  according  to  the  original 
intention  in  our  economic  democracy. 

We  have  studied  the  monetary  bills  presented  during  this  administration  and 
the  proposals  in  all  of  them  are  debt-creating.  This  piling  up  of  debts  cannot 
be  a  final  solution.  It  is  evident  that  there  is  some  fundamental  flaw  in  an 
economic  system  which  permits  only  of  solutions  through  debt-creation  when 
there  is  adequate  backing  of  real  wealth  upon  which  to  draw. 

We  believe  that  this  present  depression  was  not  caused  by  the  manipulation 
of  stocks  and  bonds,  though  this  undoubtedly  postponed  the  depression  by  some 
months,  but  was  inevitable  because  of  the  inherent  flaw  in  the  system  itself. 

Money  should  be  a  true  reflection  of  the  real  wealth  of  the  people  of  the 
country.  It  should  not  be  used  in  an  attempt  by  private  groups  to  control  that 
wealth.  We  believe  there  should  be  a  full  distribution  of  wanted  goods  through 
adequate  and  available  money  based  on  this  real  wealth,  without  creating 
debt. 

What  we  need  is  additional  noninflationary  money  which  would  make  it 
unnecessary  to  increase  taxes,  to  give  relief  or  doles,  so  degrading  to  the 
American  people,  or  to  enact  legislation  which  would  redistribute  our  already 
insufficient  supply  of  money. 

To  illustrate :  In  1929,  figures  show  that  the  value  of  goods  and  services 
actually  consumed  in  this  country  amounted,  at  retail  prices,  to  about  93 
billion  dollars  and  that  the  national  income  of  that  year  fell  short  of  covering 
purchases  actually  made  by  about  17  billion  dollars.  We  can  hardly  look  back 
upon  that  year  with  satisfaction  when  we  know  the  people  went  into  per- 
sonal debt  for  17  billions,  and  that  with  our  vast  .available  productive  capacity, 
57  percent  of  our  families  were  living  on  incomes  of  less  than  .$2,000  a  year. 

We  have  given  serious  thought  to  the  question  of  inflation  in  issuing  certifi- 
cates of  national  credit  and  have  arrived  at  the  definite  conclusion  that  as 
these  certificates  would  be  issued  only  to  the  value  of  goods  and  services 
consumed,  there  could  be  little  danger  of  rise  in  prices ;  in  fact,  no  danger, . 
under  the  strict  mandates  governing  the  commission  as  provided  for  in  this 
bill. 

This  new  money,  which  would  fill  the  gap  between  productive  capacity  and 
available  purchasing  power,  would  guarantee  to  the  producer  a  market  for 
all  wanted  goods.  The  money  would  flow  from  the  consumer  to  the  producer 
rather  than  as  it  now  does  from  the  producer  to  the  consumer.  It  would 
increase  the  volume  of  the  banking  business  with  less  risk  to  it  and  this  would 
minimize  the  danger  of  cycles  of  inflation  and  deflation. 

For  all  the  above  reasons  we  approve  the  general  content  of  the  bill. 
/  Yours  very  truly, 

Mrs.  Browxell  Gbant,  Chairman. 

Mr.  Goldsborough.  The  committee  will  now  adjourn. 
(Thereupon,  at  4:40  p.  m.,  the  committee  adjourned.) 
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